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b | "~Since wé’ began opera m’r{rpnl 2005 our primary. goals have been to rapidly grow the Quintana fleet and to provide you with
£ ““"’c_gnsrstent drvrdends ! We are pleased we were able to dobothi in 2006.

) e

In our ﬁlst full year of operahons, we/nearty, tnpled 'the size of our figet from 10 to 29 vessels. in May 2006, during a period uf

weakness irl:t‘ne dry~bu|k market, we agreed~to acquire 17 dry\bulk vessels from affiliates of Metrobulk for $735 million,

consrstng of 3 Panamax vessels and 14 Kamsarmax vessels {a Panamax sub-dass with higher cargo-carrying capacity than traditional

- Panamax desrgns} In late 2006 and eady 2007 -we agreed to acquire two Capesrze vessels. Delivery of all the vessels will increase
ourr:argo-canyrng mpaedy to over 2 6 mrllron deddweight tons (dwt), and reduce the dwt-weighted-average age of our fleet to 3.9 years,

hTAD LIS N

A umque feawra uf the acqursrbon oflhe Metrobufk fleat was its attacher:l charter which errabled Quintana to add significanty to its future

secured operatlng\.days All the vesse!s(fa‘cqurred‘from Metrobulk are on Iong-term charters to Bunge, a major

p muihnahonal agn’busmess Ofthe 17 vessels acquired fmm Melmbulk, 16 are on a -year charterwrﬁr yearly rate assesments tied to

rnad(et rates between specrﬁed ﬂoor and \cerlrng rates Qulniana Mantme has already priced all 16 vessels under the

“'« fhaster time charter for 2007 and 2008 The Company has pnoed the. 14 Kamsannaxes and 2 Panamaxes in 2008 at an average daily

rate of $24, 500 which is almest 10% higher tha_nf the average darly rate yof $22, 284 achieved for 2007 The average 2008 rate rs very
close to the'c ceiffng rate under the master chartef and was ﬁxed well ahead oflhe “schediled negotladons

Fa) [ N
Upon delrvery of all the aoqurred vessels, we wﬂl have secured over. 96% and 80% of our budgeted net operaung days for 2007 and 2008,
o, respedwe!y We axpect our, entire fixed fleet to deliver over, 5420 mrIIron in net revenues aver the next two years, With the addition of

thd aoqurred vessels and rhe sacured net operating days,- we have achieved Sufficient critical mass. o allow us to trade in the spot

markst from fime 1 tohme 14 -»\'r" "f") ‘*&
r P /"' 3 H:\ S

We mmraled approximately $103.3, million in net reventm in 2006, an mcrease of 156% over 2005. For the lul year 2006, we reported

net income of $12' 7 milion and dided fa’mmgs per share of, $0. 37,,whrch rrrcfuded‘a norcash unrealrzed swap loss of $9.8

acquisition unhe Metmhrdrfeet Acilsled EBITDA in 2006 was $75.1 mﬂﬁon. an mease ofappruxlmtely 163% over 2005,
N e \ e S I |
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“Over the course of 2006, we increased the size of our fleet
almost threefold and significantly increased our dividend.”
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e As a result of our: rncreased eamings and our abifity 10° generate siable predrctable cash fows we were able to pay out $0.84
/per share in dnndends in. 2006 mnsrsrent with the  guidance we had pro\nded " “addtion, we have rmreased dividend guidance
el for 2007 to $0.96 per share, an- mcrease of aver 14% We belreve our drvrdend pohcy pravrdes seeunty fo our stockholders fn an
= unstable stock’ market and a volatile industry. it
. { / / I _\‘"’-:(T ’\ fi f‘
With our i rnmal publrc affenng in 2005 and preferred stock offering, in- 2006 as wel] as Ihe exercrsejof wamants issued in 2006, we
have/rarsed ~over 3400 mrllron from the public markets,to dale We had: appmxrmate!y 5612r m1]'ron of debt outstanding as

of Deeember H, 2006 leavrng us with a ratio of net debi to trlt}l mprtarrzahon 01 58% as of that date compared to 45% at the
//\\ endof2005 A 4 ™ ,Hrﬁ. e
,
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\ Finaily, we have continued 0 opelate eﬁiaenﬂyemamlarrung*what we, belreve 1o ‘be one/of the most competiive cost bases
\among our peers\ln addition, we oompletedfwr ﬁrst year of San:aneer)dey 404 comphanoe without material weaknesses,

assunng shareholders of the relrahrlrty of our rnternal—control pmoedures and pmoesses
M Y "\ {‘Q\

In 2007 we hope to keep delivering excellent resuhs to‘ow.sharehoiders as we oontnue to seek ways to grow our fleet through

/ \ awretrve aoqursmons and other opwtnnmes to, take advantage of the® steady demand for our services resulting from the strong

growth in- Asra and eisewhere . As part “of thrs’strategy, we hope\to leverage our’ relanonshrps with our sponsors, mainly in the
coal and i |rc{n-ore mancets to develop adu"rtronal g oppommrhes.\
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Sustained growth in the Asian markets has produced a mismatch
in supply and demand for the marine transportation industry.

Although the market was oomparativety weak during ﬂle{ﬁrst «half ‘of 2006, recent increases in demand have caused rates and
asset values to approach historic hlghs v / ¥\< X / /O 1% //

ol .
While the freight market has stmngmened |ndmtr§rnn¢ we have seen pamcutady strong demand -for penod charters 1?1
Capesize sector of the market. On the assel sids,” modem Capesrze vessels demand srgnrﬁcant/premmms in ﬂn}seumdary
markets. Expansion in the Capesrze sector wil \allow us toﬂenhance Our. customer base and davelop relahonsh\rp\s:lwrﬂr both

producers and end-users of core eorrunodmes \' '
oy . A’) e

The continuing growth of China and "other Asran coun’mes\underpms the sustalned demand in the freight markeis. !n
particular, as China and India dontrnue to grow and thelr core commodlty demand oubstnps domestic supply, thyy are
compelled to import these commodmes Together China_and India —\wrth their. consrsterrt eeononuc growth — are e).pected
to account for 70% of the projected i increase in global coal consumphon over tha next 25 year& / i “\\\ /
J / y !
In addition, we may see some tightening on the\supply srde as the, woddwrde dry burk ﬂeel ounhnues to ag£ if smm\ms a}r‘g unable ;
to replace vessels that are scrapped, rates and asset values could stren n further. :
3 N gﬂ\: \“¥~’ ™ 1 [ 7
We believe that these factors bode well for our future and justdy our strategy ¢ of pnnclpalry seekmg Iong-mmn ﬁ:mues of our vessels
These charters provide steady cash flows and limit our exposure to volatiity i the mad(eta We 3 am also able m take adva-nage of
rising markets, however, as our existing charters end and wé' recharter the vessels & on new oomracts at hlgher forecast rates. R ‘}
~ .‘“\\‘ < {/ \/i {
Finally, we believe cur focus on larger vessels — as evidenced by our purd':ases in’the, last year of kN Panamax ve=sels, 14/\5
Kamsarmax vessels, and 2 Capesize vessels — will allow us to take advantage on the stmng demand for t'hese larger vessels

that has recently become apparent in the worldwide freight markets. - .\‘_4 1 = -
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FIXED DAYS UNDER TIME CHARTER CONTRACTS \ ..
{including non-priced BUNGE charters) \“‘\\_
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In 2006, we agreed to acquire 18 vessels. As of year end, we had
taken delivery of 13 vessels, giving our fleet combined camying
capacity of 1,973,552 deadweight tons (dwt) and a dwt-weighted-

FLEET PROFILE

average age of approximately 4.2 years. In January 2007, we agreed

fo purchase an additional Capesize vessel. Upon defivery of the
2 remaining vessels, our fleet will have a combined camying

capacity of 2,644,043 dwt and a dwt-weighted-average age of

approximately 3.9 years, which we befieve to be one of the largest

and most modem fleets among the publicly traded dry bulk
companies.

We continue to focus on Panamax class and larger vessels. We
acquired 14 Kamsammax vessels in 2006. We believe Kamsarmaxes
will experience high demand, given their higher camying capacity
than Panamaxes, while remaining able to transit the Panama Canal.

Our fleet includes four groups of sister ships. Operating sister

ships mirrors ship specifications and provides the ability to

substitute ships with identical qualities, capacities, and enhances

“———\\wr fieet's ﬁexlbmty and capabilities to meet charterers’ schedules.

Sister- shlps also. mcmase our operating efficiencies due to shared

technical knowledge as well as economies of scale when ordering
spare parts and supplylng “and. ~crewing vessels. In addiion, we

’ -

’“-Lx:”:()k'_.‘;f_.) Q\’/ strive to provide entire oﬁshor?‘ crews of a similar national
‘ "'backgmund which improves morale lncreases efficiency and avoids

4'[" f\ the Ianguaga barners a}d tansion found on N mixet-crew vesses.

.,,

Vessel Type DWT  Year Bult
Iron Manolis* Kamsammax 82,300 2007
Iron Miner Capesize 177,000 2007
Iron Brocke Kamsanmax 82,300 2007
Iron Lindrew Kamsamax 82,300 2007
Iron Knight Panamax 76,429 2004
Coal Hunter Kamsarmax 82,30¢ 2006
Pascha Kamsarmax 82,300 2008
Coal Gypsy Kamsanmax 82,300 2006
fron Anne Kamsarmax 82,000 2006
Iron Vassilis Kamsarmax 82,000 2006
tron Bill Kamsamax 82,000 2006
Santa Barbara Kamsanmax 82,256 2006
Ore Hansa Kamsarmax 82,229 2006
Iron Kalypso Kamsarmax 82,204 2006
Iron Fuzeyya Kamsarmax 82,229 2006
Iron Bradyn Kamsarmax 82,769 2005
Grain Harvester Panamax 76,417 2004
Grain Express Panamax 76,466 2004
Kirmar Capesize 165,500 2001
Iron Beauty Capesize 165,500 2001
Lowdands Beilun* Capesize 170,162 1999
Coal Pride Panamax 72,600 1999
Iron Man Panamax 72,861 1897
Coal Age Panamax 72,861 1997
Fearless 1 Panamax 73,427 14997
Barhara Panamax 73,330 1997
Lifda Leah Paramax 73,390 1997
King Coal Panamax 72,873 1907
Coal Glory. Panamax 73670 1995
Total Fleet \, 29 Vessels 2,644,043

N *,Jo be defiverad MarchApri 2007
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Quintana Maritime leads the dry bulk transportation industry
with one of the largest and youngest fleets among its public peers.
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Our 2006 Adjusted EBITDA margin of 72.7%
allows us to pay down debt and pay dividends
while we continue to grow out ﬂeet S
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FORWARD-LOOKING STATEMENTS

In addition to historical information, this Annual Report on Form 10-K contains forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended and Section 21E of the Securities
Exchange Act of 1934, as amended and the Private Securities Litigation Reform Act of 1995 and are intended to
be covered by the safe harbor provided for under these sections. These statements may include words such as

“believe,” “estimate,” “project,” “intend,” "expect,” “plan,” “anticipate,” and similar expressions in
connection with any discussion of the timing or nature of future operating or financial performance or other
events. Forward-looking statements reflect management's current expectations and observations with respect 10
future evenis and financial performance. Where we express an expectation or belief as to furure evenis or results,
such expectation or belief is expressed in good faith and believed to have a reasonable basis. However, our
forward-looking statements are subject to risks, uncertainties, and other factors, which could cause actual
results to differ materially from future results erpressed projected, or implied by those forward-looking
statements. The principal factors that affect our financial position, results of operations and cash flows include,
charter market rates, which are currently above historic averages, and periods of charter hire, vessel operating
expenses and voyage costs, which are incurred primarily in U.S. dollars, depreciation expenses, which are a
function of the cost of our vessels, significant vessel improvement costs and our vessels’ estimated useful lives,
and financing costs related to our indebtedness. Our actual results may differ materially from those anticipated
in these forward looking statements as a result of certain factors, including those discussed in this Annual Report
in the section “Risk Factors.” You should carefully review the risks described herein and in other documents we .
[file with the Securities and Exchange Commission, including our Quarterly Reports on Form 10-Q and Current
Reports on Form 8-K. You should not place undue reliance on these forward-looking statements, which speak
only as of the date of this Annual Report on Form 10-K. We disclaim any intent or obligation to update publicly
any forward-looking statements, whether as a result of new information, furure events,or otherwise, except as
may be required under applicable securities laws.

FLINT LENRT] "o
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, . PARTI
ITEM 1. BUSINESS : - ' .

~ We are an international provider of dry bulk marine transportation services that was incorporated in the

. Marshall Islands on January 13, 2005 and began operations in April 2005. Our dry bulk vessels transport a
variety of cargoes including coal, iron ore and grain. As of December 31, 2006, we owned and operated a total
fleet of 23 vessels, consisting of 10 Panamax vessels, 11 Kamsarmax vessels and 2 Capesize vessels. Of these 23
vessels, we acguired 10 in 2005 and the remaining 13 in 2006. As of December 31, 2006, our fleet had a
combined carrying capacity of approximately 1,973,552 deadweight tons (dwt) and a dwt-weighted-average age
of approximately 4.2 years. In addition, we contracted in 2006 to purchase an additional 3. Kamsarmax vessels, a
Panamax vessel, and a Capesize vessel. All five vessels are expected to be delivered by April 2007,

In January 2007, we agreed to purchase an-additional Capesize vessel, expected to be delivered in March
2007. In addition, we took delivery of fron Knight, a 2004-built 76,429 dwt Panamax vessel and fron Lindrew, a
2007-built 82,300 dwt Kamsarmax vessel , from affiliates of Metrobulk, S.A. in 2007. We had agreed to
purchase these vessels under Memoranda of Agreement dated May 3, 2006. As of February 28, 2007, we were
awaiting delivery of 4 vessels. Upon delivery of the 4 remaining vessels, we expect our fleet to have a combined
carrying capacity of 2,644,043 dwt and a dwt-weighted-average age of approximately 3.9 years. We believe that
our as-delivered fleet will position as one of the largest and most modern fleets among the publicly traded dry
bulk companies.

’

Structure

We were formed in 2005 by affiliates of each of Corbin J. Robertson, Jr., First Reserve Corporation and
American Metals & Coal International, which we refer to collectively as our Founders. In July 2005, we
completed our initial public offering. We used the net proceeds from that offering, together with capital
contributions from our Founders and bank indebtedness, to finance or refinance the purchase price of our initial

1




fleet of eight Panamax vessels. In the fourth quarter of 2005, we took delivery of two Capesize vessels which we
financed through borrowings and cash on hand,

2006 Acquisitions

In May 2006, we entered into memoranda of agreement with affiliates of Metrobulk Holding S.A., or
Metrobulk, an unaffiliated third party, to purchase 3 Panamax vessels and 14 Kamsarmax vessels for an
aggregate cash purchase price of $735 million. Kamsarmaxes are a Panamax sub-class that have more carrying
capacily than typical Panamax designs. We financed the acquisition of these vessels with a $7335- million
revolving credit fac1|1ty and proceeds from a private placement of mandatorily convertible preferred Stock and
warrants, which was also completed in May 2006. As of February 28, 2007, all 3 Panamaxes and 12 of the 14
Kamsarmaxes had been delivered to us, The remaining vessels are expected to be dcllvered by Apiil 2007.

In December 2006, we agreed to purchase a newbuilding Capesize bulk carrier of 177,000 dwi, to be named
Iron Miner, for $92.5 million. The vessel is currently under construction at the Shanghai Waigaogiao
Shipbuilding Co, a Capesize specialist yard in China. We advanced the sellers a deposit of $9.3 million and
expecl to pay the balance of the purchase price upon delivery, which is expected in March 2007. We Wwill finance
the acquisition with cash on hand (including from the ongoing exercise of our outstandmg warrants) ‘Imd
borrowings under our revolving credit facility.

Recent Acquisitions

In January 2007, we agreed to purchase a 1999-built, 171,000 dwt Capemze bulk carrier named Lowlands
Beilun. We advanced the seller $7.3 million, which is 10% of the purchase price of $73.0 million. W( will pay
the balance of the purchase price upon the vessel’s delivery, which is expected to occur in March 2007. We will
finance the acquisition with cash on hand (including from the ongoing exercise of our outstanding wejlrranls) and
borrowings under our revolving credit facility, under which we expect to increase our borrowing cap;'xcity. Please
read “Management’s Discussion and Analysis of Financial Condition and Results of Operations— Liquidity
and Capital Resources.”

Plan of Operations

All of our vessels are employed under fixed-rate or variable-rate time charters of varying durations to well-
established and reputable charterers. Under our fixed-rate time charters, the charterer is obligated to pay us
charter hire at a fixed daily.rate and to bear all voyage expenses, including the cost of bunkers and canal and port
charges. One vessel, Barbara, is fixed on a variable-rate time charter, in which the charter hire is tied to
prevailing spot rates. Under all these charters, we remain responsible for paying the vessels’ operatmg expenses,
including the cost of crewing, insuring, repairing and maintaining the vessels, and paying brokers’ commlssmns
on gross charter hire rates. When a charter expires, we assess market conditions in the industry and determme
whether to seek to re-employ the vessel under a long-term time charter, a short-term time charter, or in the spot
voyage market. For more information about our time charters, please read “—Time Charters.”

We commercially manage our fleet through a wholly owned subsidiary, Quintana Management LLC, which

-arranges the charters for our vessels and the management of our relationships with charterers, and the purchase

and sale of vessels into and out of our fleet. We also oversee technical management of all our vessels:. Technical
management services include arranging for and managing crews, maintenance, drydocking, repairs, insurance,
ensuring regulatory and classification society compliance, appointing supervisors and technical cons;.lltants and
providing technical support. In October 2005, we obtained our final International Safety Management Code
{“ISM Code™) certification, which is valid for five years. »

We intend to continue to increase the size of our fleet through selective acquisitions of additional
secondhand or newbuilding dry bulk vessels or through whole or partial fleet acquisitions that complement our
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husiness strategy. We believe that the experience of our management team in locating and acquiring suitable
vessels and fleets will assist us in this process.

We employ our vessels primarily on time charters to provide predictable cash flows and, to a lesser extent,
in the spot market to take advantage of market opportunities. As of February 28, 2007, 24 of our 25 existing
vessels are employed on fixed-rate time charters, and one of our vcssels is on a time charter whose rates are
determined with reference to prevalhng spot rates.

In addition to acquisitions we may undertake in futuré_periods, we will incur additional capital expenditures
due to special surveys and drydockings. We incurred total drydocking expenses of approximately $5.0 million in
2006 and $1.2 million in 2005. The period in which drydocking of a vessel is due is typically every 30 to 60
months. See “Management’s Discussion and Aualys:s of Financial Condition and Results of Operations—
Drydocking.” The drydocking process requires us to reposition these vessels from a discharge port to shipyard
facilities, which will reduce our operating days, and related earnings, during the period by an-estimated 25 days
per drydocked vessel..\We fund drydocking costs out of cash from operations. -

In December 2005, the Company formed a wholly owned subsidiary, Quintana Logistics LLC, or Quintana
Logistics to engage in limited chartering activities, including entry into contracts of affreightment. Undera -
contract of affreightment, Quintana Logistics would agree to ship a specified amount of cargo at a specified rate '
per ton between designated ports over a parncular period of time. Contracts of affreightment generally donot =
specify particular vessels, so Quintana Logistics would be permitted either to use a free vessel that it owned or to .
charter in a third-party vessel. Quintana Logistics conducted limited operations during 2006.




Our Fleet

The following table presents certain information concerning the dry bulk carriers in our fleet or that we have
agreed to purchase as of February 28, 2007. All the dry bulk carriers in our current fleet fly the Marshall Isiands
flag.

Time Charter
Expiration
Date
Delivery Year (Minimum  Daily Hire .
Vessel Type Dwt Date Built  Shiphuilder Period) Rate Charterer
Fearless I ....... Panamax 73,427 405 1997 Hyundai ' 3/08 $25,000(1) Deililemar
King Coal ....... Panamax 72,873 405 1997 CSSC Taiwan 3/08 26,300 Enelrgy Shipping
Coal Glory ...... Panamax 73,670 4/05 1995 Hyundai 6/08 15,800 Cos:co
Coal Age ....... Panamax 72,861  5/05 1997 Hyundai 9/07 ° 21,500 BHP Billiton
lronMan........ Panamax 72,861  5/05 1997 Hyundat 310 18,500 Sevien Mountain
Barbara ......... Panamax 73,390 7105 1997 Halla Samho 7107 34.,646(2) Car};ill
Coal Pride ., .. ... Panamax 72,600  8/05 1999 Imabari 2109 26,500 BHJ Billiton
Linda Leah ...... Panamax 73,390 8/05 1997 Halla Samho 2/08 25,000 Frat:elli D’ Amato
fron Beauty ... ... Capesize 165,500 10/05 2001 CSSC Taiwan 4/10 36,500  STX Panocean
Kirmar ......... Capesize 165,500 11/05 2001 CSSC Taiwan 3/08 26,250(3) Swilssman'ne
Grain Express . ... Panamax 76,466 10/06 2004 Tsuneishi 12/10 23,000(4) Bunlge
Grain Harvester .. Panamax 76,417  9/06 2004 Tsuneishi 7409 20,000 Bun'ge
Iron Bradyn ..... Kamsarmax 82,769  8/06 2005 Tsuneishi 12/10 23.000(4) Bunge
fron Fuzeyya .... Kamsarmax 82.229 8/06 2006 Tsuneishi 12/10 20,000(5) Bunge
‘Iron Kalypso .. ... Kamsarmax 82204 9/06 2006 Tsuneishi 12/10 23,000(4) Bunge
OreHansa....... Kamsarmax 82,220  9/06 2006 Tsuneishi 12/10 23,000(4) Bun'ge
Santa Barbara . ... Komsarmax 82,266 9/06 2006 Tsuneishi 12/10 23.000(4) Bun'ge
IronBill ........ Kamsarmax 82,000 9/06 2006 Tsuneishi 12/10 23,000(4) Bun'ge
Iron Vassilis .. ... Kamsarmax 82,000 7/06 2006 Tsuneishi 12/10 20,000(5) Bun'ge
Iron Anne ....... Kamsarmax 82,000  9/06 2006 Tsuneishi 12/10 20,000(5) Bunge
Pascha ......... Kamsarmax 82,300 12/06 2006 Tsuneishi 12/10 20,000(5) Bun'gc
Coal Gypsy ...... Kamsarmax 82,3000 11/06 2006 Tsuneishi 12/10 23,000(4) Bunge
Coal Hunter ..... Kamsarmax 82,300 12/06 2006 Tsuneishi 12/10 23,000(4) Bun'ge
Iron Knight . ... .. Panamax 76,429  1/07 2004 Tsuneishi 12/10 23,000(4) Bunge
Iron Lindrew .... Kamsarmax 82,300 2/07 2007 Tsuneishi 12/10 20,000(5) Bunge
Iron Brooke ..... Kamsarmax 82,300  3/07(6) 2007 Tsuneishi 12/10 25,000(7) Bun'ge'
Iron Manolis . . ... Kamsarmax 82,300  4/07(6) 2007 Tsuneishi 12/10 25,00007) Bun'ge
Iron Miner ...... Capesize 177,000  3/07(6) 2007 SWS 1712 42,105 Transfield
Lowlands Beilun . Capesize 170,162  3/07(6) 1999 Halla Samho 310 36,000(1) Cobelfret S.A.

(1} Commissions are not paid on these vessels, so rates are given on a net basis.

(2) Time charter rate based on Baltic Exchange average in the spot market. As of February 28, 2007, the rate was $34,646
per day.

(3) The charterer of the vessel has exercised an option to extend the charter until March 2008 at a rate of $27,250 per day for
the period from September 2007 to March 2008.

(4) Average daily rate together with other noted vessels.

(5) Average daily rate together with other noted vessels.

(6) Expected delivery date

(7) Average daily rate 1ogether with other noted vessels.

Each of our vessels is owned through a separate wholly owned Marshall Islands subsidiary. Each‘ of our
vessels is certified as being “in class” by one of three major classification societies: Lloyd’s Register of Shipping,
American Bureau of Shipping, or Det Norske Veritas. Qur fleet includes four groups of sister ships, in‘cluding
one group of four sister ships (Fearless I, Coal Glory, Coal Age, and iron Man), two groups of two sister ships
(Linda Leah/Barbara and Iron Beauty/Kirmar), and the Kamsarmaxes and Panamaxes acquired from Metrobulk,
all of which were built by Tsuneishi. We believe that sister ships enhance our revenue-génerating potential by
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providing us with operational and maintenance scheduling flexibility,-as sister ships generally can be substituted
for similar voyages. Sister ships also increase our operating efficiencies because technical knowledge can be
applied to all vessels in a series and create cost efficiencies and economies of scale when ordermg spare parts,
supplying and crewing these vessels

1
i

._Our Customers

In 2006, our customers included nationai, regional and international companies. Three companies—Bunge
Limited, or Bunge -Cargill Inc., or Cargill; and STX Panocean Co. Ltd:or STX Panocean—each accounted for .
over. 10% of our consolidated revenues in 2006. If we were to lose one of these customers, we believe that we
would be able to replace them with a different charterer under most circumstances.

Our assessment of a charterer’s financial condition and reliability is an important factor in negotiating
employment for our vessels. We charter our vessels to major trading houses.(including commodities traders),
publicly traded companies, reputable vessel owners and operators, major produccrs of raw materials and
government-owned entities rather than to more speculative or undercapitalized entities. We evaluate the -
counterparty risk of potential charterers.based on our management’ s long expenence in the Shlppll‘lg mdustry
with the input of two independent credit nsk consullant‘;

Time Charters

The following discussion describes the material terms common to all our time’charters.

Initial Term,; Exrenswm ’ . ‘t . s

The initial term for a ume charter commenceq upon {he vessel’s delivery. Al ‘our customers have rights to
terminate their charters prior 10 expiration of the original term in spec1ﬁed c1rcumstances as described in more
detail below.

B

Hire Rate

“Hire” rate réfers to the basic payment from the customer for the use of the vessel. Hire is payable every
fifteen days, in advance, in U.S. Dollars as specified in the charter, less a specified commission:for.the chartermg
broker and from 0% to 3. 75% of the hire rate. as a commission for the.charterer. Hire pdayments may be reduced, N
or under some charters, we must pay hquldated damages, if the vessel does not perform to certain of its
specifications; such as if the average vessel speed falls below a guaranteed speed or the amount of fuel consumed
to power the vessel under normal circumstances exceeds a guaranteed amount.

. Expenses’ ) Co : ’ -

We are responsnb]e for the provns:on and payment of vessel operatmg expenqes whlch include crewmg,
repairs and mam[enance insurance, stores, lube oils and commumcahon expenses. The customer generally pays
the voyage expenses, which mc]ude all expenses relating to particular voyages mcludmg the cost of any bunkers
{fuel), port fees, cargo loadmg and unloading expenses, canal tolls, and agency fees :

Off- hire ‘ ' ) N _

When the vessel is “off-hire”—or not available for service—the customer generally i is not requ1red to pay
the hire rate, and we are responsible for all costs. A vessel generally will be deemed oft- h1re 1f there is a loss of A
operating ttme due to, among other things: . : T

. operatlonal deficiencies; drydocking for repairs, maintenance or 1nspectlon eqmpment breakdowns or
delays due to accidents, fires or similar problems; ' ‘

b

"+ gur failure to maintain the vessel in compliance with its specifications and contractual standards or to
provide the required crew;




» seizure or detention by any authority unless such seizure or detention is occasioned by any personal act
or omission or default of the charterers or their agents, or by reason of cargo carried; or ’

« arrest of the vessel on behalf of any party having or purporting to have a claim against the vessel.
Ship Management and Maintenance
Linder alt of our time charters, we are responsible for the technical management of the vessel and.for

maintaining the vessel, periodic drydocking, cleaning and painting-and performing work required by ‘Il'egulations.

Termination

Each time charter terminates automatically upon loss of the vessel. In addition, we are generally entitled to
suspend performance (but with the continuing accrual to our benefit of hire payments and default interest) and,
under most time charters, terminate the charter if the customer defaults in its payment obligations. Under most of
our time charters, either party may also terminate the charter in the event of war in specified countnes orin
locations that would significantly disrupt the free'trade of the vessel or 1f the vessel is requisitioned by its flag
state for more than three months.

Other Vessel Employment
Spot Charter Market

We may from time to time employ some of our vessels in the spot charter market. A spot market|voyage
charter is generally a contract to carry a specific cargo from a load port to a dlscharge port for an agrezd upon
total fee. Under spot market voyage charters, the vessel owner pays voyage expenses such as port, canal and fuel
costs,

Contracts of Affreightment .

Through our Quintana Logistics subsidiary, we may enter into contracts of affreightment, in whu h we
receive a per-ton rate for cargoes carried but will either charter in ships from third parties on a daily- rate basis or
use existing ships in our fleet to carry the cargoes. Please see “Risk Factors—Contracis of affretghtnllent may
result in losses.” :

Crewing; Employees

Our internal management team arranges for the crewing of the vessels in our fleet. We staff each{of our
vessels with officers and crew who share a common nationality. We believe that on many of our competitors’
vessels, language barriers and other tensions between officers and crew of diverse nationalities can lead to poor
performance and inefficiency. In addition, we believe that by providing entire crews from a similar national
background we will improve morale, retain better personnel, and increase efficiency. We have entered into
contracts with Seaworld Marine Services Inc., a manning agent, which we believe has a good track re:::ord of
providing experienced, educated and trained seamen. The crew manning agent’s performance during the period
of its contracts with us is subject to evaluation at the end of each period.

.+ We believe that the crewing arrangements will ensure that our vessels will be crewed with qualified seamen
that have the licenses required by international regulations and conventions.

We have a staff of 53 perscnnel as of February 28 2007, which is sufﬁment to manage the commercial
operations and the technical operations of our entire fleet.




Permits and Authorizations ‘ .

We are required by various governmental and quasi-governmental agencies to obtain certain permits,
licenses and certificates with respect to our vessels. The kinds of permits, licenses and certificates required
depend upon several factors, including the commodity transported, the waters in which the vessel operates, the
nationality of the vessel's crew and the age of a vessel. We have obtained all permits, licenses and certificales
currently required to permit our vessels to operate. Additional laws and regulations, environmental or otherwise,
may be adopted which could limit our ability to do business or increase our cost of doing business.

Environmental and Other Regulations

Government regulation significantly affects the ownership and operation of our vessels. We are subject to
international conventions and national, state and local laws and regulations in effect in the countriés in which our
vessels may operate or are registered. A variety of government and private entities subject our vessels to both
scheduled and unscheduled inspections. These entities include the local port authorities (U.S. Coast Guard,
harbor master or equivalent), classification societies, flag state administrations {country of registry), charterers
and particularly terminal operators. Certain of these entities require us to obtain permits, licenses and certificates
for the operation of our vessels. Failure to-maintain necessary permits or approvals could require us to incur
substantial costs or temporarily suspend the operation of one or more of our vessels.

We believe that the heightened level of environmental and quality concerns among insurance underwriters,
regulators and charterers is leading to greater inspection and safety requirements on all vessels and may
accelerate the scrapping of older vessels throughout the dry bulk shipping industry. Increasing environmental
concerns have created a demand for vessels that conform to the stricter environmental standards. We are required
to maintain operating standards for all of our vessels that emphasize operational safety, quality maintenance,
continuous training of our officers and crews and compliance with U.S. and international regulations. We believe
that the operation of our vessels is in substantial compliance with environmental laws and regulations applicable
to us as of December 31, 2006. Moreover, as a result of highly publicized accidents in recent years, we believe
that the regulation of the shipping industry, particularly in the area of environmental requirements, will continue
to become more stringent and more expensive for us and our competitors. Because environmental laws and
regulations are periodically changed and may impose increasingly stricter requirements, future requirements may
limit shipowners’ ability to do business, increase operating costs, force the early retirement of vessels, or affect
their resale values. See “Risk Factors—We are subject to regulation and liability under environmental laws
that could reguire significant expenditures and affect our cash flow and net income.”

International Maritime Organization

The International Maritime Organization, or IMO, has negotiated international conventions that impose
liability for oil pollution in international waters and a signatory’s territorial waters. For example, the International
Convention for the Prevention of Pollution from Ships (*“MARPOL”) imposes environmental standards on the
shipping industry relating to oil spills, management of garbage, the handling and disposal of noxious liquids,
harmful substances in packaged forms, sewage and air emissions. Annex 1[I of MARPOL regulates the
transportation of marine pollutants, including standards on packing, marking, labeling, documentation, stowage,
quality limitations and pollution prevention. These requirements have been expanded by the International
Maritime Dangerous Goods Code, which imposes additional standards for all aspects of the transportation of
dangerous goods and marine pollutants by sea. Annex VI to MARPOL, which became effective on May 19,
2005, addresses air pollution from ships. Annex VI sets limits on sulfur oxide and nitrogen oxide emissions from
ship exhausts and prohibits deliberate emissions of ozone depleting substances, such as chlorofluorocarbons.
Annex V1 also includes a global cap on the sulfur content of fuel il and allows for special areas to be established
with more stringent controls on sulfur emissions. The Marshall Islands has ratified Annex VI of MARPOL.
Pursuant to a Marine Notice issued by the Marine Maritime Administrator as revised in March 2005, ships
flagged by the Marshall Islands, and that are subject to Annex VI must, if built before the effective date, obtain
an International Air Pollution Prevention Certificate evidencing compliance with Annex VI not later than either
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the first drydocking after May 19, 2005, or May 19, 2008. All ships subject to Annex VI that are built after

May 19, 2005 must have the Air Pollution Prevention Certificate. Implementing these requirements rqluy require
modifications to the engines or the addition of post-combustion emission controls, or both as well as the use of
lower sulfur fuels. We are still evaluating the costs of implementing these requirements but do not ex;')ect them to
have a material adverse effect on our operating costs. Additional conventions, laws and regulations may be
adopted that could adversely affect our ability to operate our vessels.

The operation of our vessels is also affected by the requirements set forth in the IMO’s Management Code
for the Safe Operation of Ships and Pollution Prevention, or ISM Code. The ISM Code requires ship dwners and
bareboat charterers to develop and maintain an extensive “Safety Management System” that includes the
adoption of a safety and environmental protection policy setting forth instructions and procedures for jafe
operation and describing procedures for dealing with emergencies. The ISM Code requires that vessel|operators
obtain a safety management certificate for each vessel they operate. No vessel can obtain ISM Code certification
uniess its manager has been awarded a document of compliance under the ISM Code. The failure of a]ship owner
or bareboat charterer to comply with the 1SM Code may subject such party to increased liability, may decrease
available insurance coverage for the affected vessels and may result in a denial of access to, or detention in,
certain ports. We have our own ISM Code certification.

The United Stares Oil Pollution Act

The United States Oil Pollution Act of 1990, or OPA, established an extensive regulatory and liability
regime for the protection and cleanup of the environment from oil spills. OPA affects all owners and gperators
whose vessels trade in the United States, its territories and possessions or whose vessels operate in United States
waters, which includes the United States’ territorial sea and its two hundred nautical mile exclusive economic
zone. Although OPA is primarily directed at oil tankers (which we do not operate), it applies to non—ta'lnker ships,
including dry bulk carriers, with respect to fuel oil, or bunkers, used to power such vessels. Under OPA, vessel
owners, operators and bareboat charterers are “‘responsible parties™ and are jointly, severally and strictly liable
(uniess the spill results solely from the act or omission of a third party, an act of God or an act of war)’for all
containment and clean-up costs and other damages arising from discharges or threatened discharges of oil from
their vessels, including bunkers. OPA defines these other damages broadly to include:

« natural resources damages and the costs of assessment thereof;
+ real and personal property damages;

* net loss of taxes, royalties, rents, fees and other lost revenues;
= lost profits or impairment of earning capacity due to property or natural resources damage; and

* net cost of public services necessitated by a spill response, such as protection from fire, safety or health
hazards, and loss of subsistence use of natural resources.

Title VII of the Coast Guard and Maritime Transportation Act of 2004 (the “CGMTA”) recently amended
OPA to require the owner or operator of any non-tank vessel of 400 gross tons or more, that carries oil|of any
kind as a fuel for main propulsion, including bunkers, to prepare and submit a response plan for each vessel on or
before August 8, 2005. Previous law was limited to vessels that carry oil in bulk as carge. The vessel response
plans include detailed information on actions to be taken by vessel personnel to prevent or mitigate any discharge
or substantial threat of such a discharge of ore from the vessel due to operational activities or casualtie5. We have
prepared a response plan for each of our vessels that conforms to the requirements of the CGMTA and!OPA.
OPA 90 had historically limited the liability of responsible parties to the greater of $600 per gross ton or
$500,000 per dry bulk vessel that is over 300 gross tons {subject to possible adjustment for inflation), unless the
incident is caused by gross negligence, willful misconduct. or a violation of certain regulations, in whn h case
liability is unlimited. Amendments to OPA 90, which came into effect on July 11, 2006, increased thesc limits on
the liability of responsible parties for any vessel otherthan a tank vessel to $930 per gross ton or $800, 000
whichever is greater. These limits of liability do not apply if an incident was directly caused by violation of
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applicable United States federal safety, construction or operating regulations or by a responsible party’s gross
negligence or willful misconduct, or if the responsible party fails or refuses to report the incident or to cooperate
and assist in connection with oil removal activities.

In addition, the Comprehensive Environmental Response, Compensation, and Liability Act, or CERCLA,
which applies 1o the discharge of hazardous substances (other than oil) whether on land or at sea, contains a
similar liability regime and provides for cleanup, removal and natural resource damages. Liability under
CERCLA is limited to the greater of $300 per gross ton or $0.5 million for vessels not carrying hazardous
substances as cargo or residue, unless the incident is caused by gross negligence, willful misconduct, or a
violation of certain regulations, in which case liability is unlimited.

We currently maintain pollution liabili'ty coverage insurance in the amount of $1 billion per incident for
each of our vessels. If the damages from a catastrophic spill were to exceed our insurance coverage, it could have
an adverse effect on our business and results of operation. OPA requires owners and operators of ail vessels over
300 gross tons, even those that do not carry petroleum or hazardous substances as cargo, to establish and
maintain with the U.S. Coast Guard evidence of financial responsibility sufficient to meet their potential
liabilities under OPA. The U.S. Coast Guard has implemented regulations requiring evidence of financial
responsibility in the amount of $900 per gross ton, which includes the OPA limitation on liability of $600 per
gross ton and the CERCLA liability limit of $300 per gross ton for vessels not carrying hazardous substances as
cargo or residue. Under the regulations, vessel owners and operators may evidence their financial responsibility
by showing proof of insurance, surety bond, self-insurance or guaranty. The U.S. Coast Guard has indicated that
it intends to propose a rule that would increase the required amount of evidence of financial responsibility to
reflect the higher limits on liability imposed by the 2006 amendments to OPA 90, as described above.

Under OPA, an owner or operator of a fleet of vessels is required only to demonstrate evidence of financial
responsibility in an amount sufficient to cover the vessel in the fleet having the greatest maximum liability under
QOPA. Under the self-insurance provisions, the ship owner or operator must have a net worth and working capital,
measured in assets tocated in the United States against liabilities located anywhere in the world, that exceeds the
applicable amount of financial responsibility. We have complied with the U.S. Coast Guard regulations by
providing a certificate of responsibility from third party entities that are acceptable to the U.S. Coast Guard
evidencing sufficient self-insurance.

The U.S. Coast Guard’s regulations concerning certificates of financial responsibility provide, in accordance
with OPA, that claimants may bring suit directly against an insurer or guarantor that furnishes certificates of
financial responsibility. In the event that such insurer or guarantor is sued directly, it is prohibited from asserting
any contractual defense that it may have had against the responsible party and is limited to asserting those
defenses available to the responsible party and the defense that the incident was caused by the willful misconduct
of the responsible party. Certain organizations, which had typically provided certificates of financial
responsibility under pre-OPA laws, including the major protection and indemnity organizations, have declined o
furnish evidence of insurance for vessel owners and operators if they are subject to direct actions or required to
waive insurance policy defenses. This requirement may have the effect of limiting the availability of the type of
coverage required by the Coast Guard and could increase our costs of obtaining this insurance as well as the costs
of our competitors that also require such coverage.

OPA specifically permits individual states to impose their own liability regimes with regard to oil pollution
incidents occurring within their boundaries, and some states have enacted legislation providing for unlimited
liability for oil spills. In some cases, states which have enacted such legislation have not yet issued implementing
regulations defining vessels owners’ responsibilities under these laws. We intend to comply with all applicable
state regulations in the ports where our vessels call.




The Clean Water Act

The U.S. Environmental Protection Agency {(or EPA) has exempted the discharge of ballast water and other
substances incidental to the normal operation of vessels in U.S. ports from the Clean Water Act permitting
requirements. However, on March 30, 2005, a U.S. District Court ruled that the EPA exceeded its authority in
crafting an exemption for ballast water. On September 18, 2006, the court issued an order invalidating the
exemption in the EPA’s regulations for all discharges incidental to the normal operation of a vessel a$ of
September 30; 2008, and directing the EPA to develop a system for regulating all discharges from ves dsels by that
date. The EPA may appeal this decision. However, if the exemption is ultimately repealed, we would be subject
to Clean Water Act permit requirements that could include ballast water treatment obligations that could increase
the cost of operating in the United States. For example, this could require the installation of equipment on our
vessels 1o treat ballast water-before it is discharged or the implementation of other port facility disposal
arrangements or procedures at potentially substantial cost or otherwise restrict our vessels from entering waters
in the United States that are subject to this ruling. Because we do not know how this matter will ultim‘ately be
resoived, we cannot estimate the financial impact on our operations and, therefore, cannot assure you that the
associated costs and effects will not be material.

Vessel Security Regulations

Since the terrorist attacks of September 11, 2001 there have been a variety of initiatives mlended to
enhance vessel security. On November 25, 2002, the Maritime Transponation Security Act of 2002 (MTSA)
came into effect. To implement certain pomons of the MTSA, in July 2003, the U.S. Coast Guard issued
regulations requiring the implementation of certain security requirements aboard vessels operating in waters
subject to the jurisdiction of the United States. Similarly, in December 2002, amendments to the Interlnal:onal
Convention for the Safety of Life at Sea, or SOLAS, created a new chapter of the convention dealing specifically
with maritime security. The new chapter came into effect in July 2004 and imposes various detailed s:lacurity
obligations on vessels and port authorities, most of which are contained in the newly created International Ship
and Port Facilities Security Code or ISPS Code. Among the various requirements are:

* on-board installation of automatic information systems, or AlS, to enhance vessel-to-vessel fand
vessel-to-shore communications;

= on-board installation of ship security alert systems;
» the development of vessel security plans; and

» compliance with flag state security certification requirements.

The U.S. Coast Guard regulations, intended to align with international maritime security standards, exempt
non-U.S. vessels from MTSA vessel security measures provided such vessels have on board a valid International
Ship Security Certificate (ISSC) that attests to the vessel’s compliance with SOLAS security requiren'lnents and
the ISPS Code. We have 1mplemented the various security measures addressed by the MTSA, SOLAS and the
ISPS Code.

]

Inspection by Classification Societies '

Every seagoing vessel must be “classed” by a classification society. The classification society certifies that
the vessel is “in class,” signifying that the vessel has been built and maintained in accordance with the% rules of
the classification society and complies with applicable rules and regulations of the vessel’s country Ofl registry
and the international conventions of which that country is a member. In addition, where surveys are required by
international conventions and corresponding laws and ordinances of a flag state, the classification society will
underiake them on application or by official order, acting on behalf of the authorities concerned.

The classification society also undertakes, on request, other surveys and checks that are required by
regulations and requirements of the flag state. These surveys are subject to agreements made in each individual
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case and/or to the regulations of the country concerned. For maintenance of the class, regular and extraordinary
surveys of hull, machinery, including the electrical plant, and any special equipment classed are required to be
performed as follows:

* Annual Surveys. For seagoilig ships, annual surveys are conducted for the hull and the machinery,
including the electrical plant and where applicable for special equipment classed, at intervals of 12
months from the date of commencement of the class period indicated in the certificate.

* Intermediate Surveys. Extended annual surveys are referred to as intermediate surveys and typically
are conducted two and one-half years after commissioning and each class renewal. Intermediate
surveys may be carried cut on the occasion of the second or third annual survey.

+  Class Renewal Surveys. Class renewal surveys, also known as special surveys, are carried out for the
ship’s huli, machinery, including the electrical plant and for any special equipment classed, at the
intervals indicated by the character of classification for the hull. At the special survey the vessel is
thoroughly examined, including audio-gauging to determine the thickness of the steel structures.
Should the thickness be found to be less than class requirements, the classification society would
prescribe steel renewals. The classification society may grant a one year grace period for completion of
the special survey. Substantial amounts of money may have to be spent for steel renewals to pass a
special survey if the vessel experiences excessive wear and tear, In lieu of the special survey every four
or five years, depending on whether a grace period was granted, a ship owner has the option of
arranging with the classification society for the vessel's hull or machinery to be on a continuous survey
cycle, in which every part of the vessel would be surveyed within a five year cycle. At an owner’s
application, the surveys required for class renewal may be split according to an agreed schedule to
extend over the entire class period. This process is referred to as continuous class renewal. All of our
vessels are on continuous class renewal.

All areas subject to survey as defined by the classification society are required to be survéyed al least once
per class period, unless shorter intervals between surveys are prescribed elsewhere. The period between two
subsequent surveys of each area must not exceed five years. Most vessels are also drydocked every 30 to 36
months for 1nepecuon of the underwater parts and for fepairs related to inspections. If any defects are found, the
classification surveyor will issue a recommendauon which must be rectified by the shlp owner within
prescnbed time limits.

Most instirance underwriters make it a condition for insurance coverage that a vessel be certified as “in
class™ by a classification society that is a member of the International Association of Classification Societies.
Each of our vessels is certified as being “in class™ by one of three major classification societies: Lloyd’s Register
of Shipping, American Bureau of Shipping, or Det Norske Veritas. All new and secondhand vessels that we
purchase must be certified prior to their delivery under our standard purchase contracts and memoranda of
agreement. If the vessel is not certified on the schcduled date of closing, we have no obllgatlon to take delivery
of the vessel.

Risk of Loss and Liability Insurance
General ‘

The operation of any dry bulk vessel includes risks such as mechanical failure, collision, property loss,
cargo loss or damage and business interruption due to political circumstances in foreign countries, hostilities and
labor strikes. In addition, there is always an inherent possibility of marine disaster, including oil spills and other
environmental mishaps, and the liabilities arising from owning and operating vessels in international trade. OPA,
which imposes virtually unlimited liability upon owners, operators and demise charterers {charterers who control
chartered vessels and bear all expenses under the charter) of vessels trading in.the United States exclusive
economic zone for certain oil pollution accidents in the United States, has made liability insurance more
expensive for ship owners and operators trading in the United States market.
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While we maintain hull and machinery insurance, war and strikes risks insurance, protection and indemnity
coverage, increased value insurance and freight, demurrage and defense coverage for all of our vessels in
amounts that we believe to be prudent to cover normal risks in our operations, we may not be able to “chieve or
maintain this level of coverage throughout a vessel’s useful life. Furthermore, while we believe that our present
insurance coverage is adequate, not all risks can be insured, and there can be no guarantee that any sp'eciﬁc claim
will be paid, or that we will always be able to obtain adequate insurance coverage at reasonable rates.

Hull & Machinery and War and Strikes Risks Insurance

We maintain marine hull and machinery and increased value insurance, which cover the risk of actual or
constructive total loss, for all of our vessels. Under the increased value coverage, in the event of total|loss of a
vessel, we are entitled to recover amounts not recoverable under our hull and machinery policy. Our vessels are
each covered up to at least fair market value with particular average deductibles of $100,000 per vessel per
incident for the Panamax and Kamsarmax vessels and $150,000 per vessel per incident for the Capesize vessels.

Protection and Indemnity Insurance

Protection and indemnity insurance is a form of mutual indemnity insurance provided by mutualiprotection
and indemnity associations, or P&I “clubs,” which insure our third party liabilities in connection wuh our
shipping activities. This includes third-party liability and other related expenses resulting from the i mjury or death
of crew, passengers and other third parties, the loss or damage to cargo, claims arising from collisions with other
vessels, damage to other third-party property, pollution arising from oil or other substances and salvage, towing
and other related costs, including wreck removal.

Subject to the “capping” discussed below, our coverage, except for pollution, is unlimited. Our current
protection and indemnity insurance coverage for pollution is $1 billion per vessel per incident. We ar¢ 2 member
of a P&I club that is a member of the International Group. The thirteen P&I clubs that comprise the Iternational
Group insure approximately 90% of the world’s commercial shipping tonnage and have entered.into & pooling
agreement (o reinsure each association’s liabilities. The International Group of P&I clubs exists o arrange
collective insurance and reinsurance for P&I clubs, to represent the views of shipowners and chartereli's who
belong to those clubs on matters of concern to the shipping industry and to provide a forum for the exr‘hangc of
information. Each of the constituent P&I clubs is an independent, non-profit mutual insurance association
providing coverage for its shipowner and charterer members against liabilities of their respective businesses.
Each club is controlled by its members through a board of directors (or Committee) elected trom the
membership; the Board (or Committee) retains responsibility for strategic and policy issues but delegates to full-
time managers the technical running of the club.

Although the clubs compete with each other for business, they have found it beneficial to pool their larger
risks under the auspices of the International Group. This pooling is regulated by a contractual agreemtlznt which
defines the risks that are to be pooled and exactly how these are to be shared between the participating Clubs. As
a member of a P&I Club that is a member of the International Group, we are subject to calls payable to the
associations based on the group’s claim records as well as the claim records of all other members of the
individual associations and members of the pool of P&I clubs comprising the International Group.

The pool provides a mechanism for sharing all claims in excess of $7 million up to a limit of bet\veen $5.25
billion and $5.5 billion. For a layer of claims between $50 million and $2.05 billion, the International Group's
Clubs purchase reinsurance from the commercial market. The Clubs also purchase overspill reinsurance
protection for all categories of claim up to $1 billion in excess of the Group’s reinsurance programmelof $2.05
billion. The pooling system provides participating Clubs with reinsurance protection at cost to much higher levels
than would normally be available in the commercial reinsurance market.
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Competition

We operate in markets that are highly competitive and based primarily on supply and demand. We compete
for charters on the basis of price, vessel location, size, age and condition of the vessel, as well as on our
reputation as an owner and operator. We compete with other owners of dry bulk carriers in the Panamax,
~ Kamsarmax, and Capesize class sectors. Some of these competitors have larger fleets and greater financial .

resources than we do, which may make them more competitive.
.

Available [nfdrmation

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and
amendments to reports filed or furnished pursuant to Sections 13(a) and 15(d) of the Securities Exchange Act of
1934, as amended, are available free of charge on the investor-relations portion of ‘our Web site’

(www .quintanamaritime.com) as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the Securities and Exchange Commission (“SEC™). In addition, the public may view and copy
materials filed by us with the SEC at the SEC’s Public Reference Room at 450 F Street, N.E., Washington, D.C.
20549. You may obtain information on the operation of the Public Reference Room by calling the SEC at
1.800.SEC.0330. The SEC maintains an internet site (hitp.//www.sec.gov) that contains reports, proxy and
information statements, and other information regarding issuers that file electronically with the SEC.

We also make available on our Web site our Code of Business Conduct and Ethics, Corporate Governance
Guidelines, Audit Committee Charter, and Compensation, Nominating and Governance Committee Charter,
which have been adopted by our board of directors. We will make immediate disclosure by a Current Report on
Form 8-K and on our Web site of any change to, or waivers of, the Code of Business Conduct and Ethics with
respect to our principal executive and senior financial officers. We are not including the information contained
on our Web site as a part of, or incorporating it by reference into; this Annual Report on Form 10-K.




ITEM 1A. RISK FACTORS

You should consider carefully the following factors, as well as the other information set forth in|this Form
10-K and Quintana’s other SEC filings. Some of the following risks relate principally to the mdusrry in which we
operate and our business in general. Other risks relate principally to the securities market and ownershlp of our
common stock. The occurrence of any of the events described in this section could significantly and negatively
affect our business, financial condition, operating results or cash available for dividends or the trading price of
our common stock and cause you to lose all or part of your investment, )

Risks Related to Our Business

Our substantial debt levels may limit our flexibility in obtaining additional ﬁnancmg and in pursuing other
business opportunities.

We currently have substantial indebtedness and will have even more significant indebtedness upon the
delivery of the remaining two vessels from the Metrobulk fleet and the two additional vessels we have agreed to
buy. We expect that upon the delivery of the contracted vessels we will have approximately $865.0 n“nlhon of
indebtedness outstanding under our revolving credit facility. As a result, we are a substantially more lughly
leveraged company than we have been historically. As of December 31, 2006, we had $612.0 million|of total
debt, which equaled 144% of total shareholders’ equity, as compared to total debt of $210.0, which equaled 84%
of total shareholders’ equity as of December 31, 2005. We may incur more indebtedness in conneciio:n with
future acquisitions. Our high level of debt could have impormnl consequences to us, including the following:

* our ability to obtain additional fmancmg, if necessary, for working capital, capltal expenditures,
acquisitions or other purposes may be impaired or such financing may not be available on favorable
terms;

« we may need to use a substantial portion of our cash from operations to make principal and [interest
payments on our debt, reducing the funds that would otherwise be available for operations, future
business opportunities and dividends to our sharehclders;

« our debt level could make us more vulnerable than our competitors with less debt to competitive
pressures or a downturn in our business or the economy generally;

+  our debt level may limit our flexibility in responding to changing business and economic conditions;
and

+ our rate of growth may slow if we choose not to incur significant additional debt te acquire vessels,

Our ability to service our debt will depend upon, among other things, our future financial and operating
performance, which will be affected by prevailing economic conditions and financial, business, regulitory and
other factors, some of which are beyond our control. If our operating results are not sufficient to service our
current or future indebtedness, we will be forced to take actions such as reducing dividends, reducing lor delaying
our business activities, acquisitions, investments or capital expenditures, selling assets, restructuring or
refinancing our debt, or seeking additional equity capital or bankruptcy protection. We may not be able to effect
any of these remedics on satisfactory terms, or at all. '

As we expand our business, we may need to improve our operating and financial systems and expand our
commercial and technical management staff, and will need to recruit suitable employees and crew for our
vessels,

With the ongoing acquisition of the Metrobuik fleet and the acquisition of the additional vessels we have
agreed to buy, we have almost tripled the size of our fleet since December 31, 2005. As we expand our fleet, we
will need to recruit suitable additional administrative and management personnel. We cannot gua.ramee that we
will be able to continue to hire suitable employees as we expand our fleet. If we encounter business or financial
difficulties, we may not be able to adequately staff our vessels. If we are unable to grow our financial
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and operating systems or to recruit suitable employees as we expand our fleet; our financia! performance may be
adversely affected and, among other things, the amount of cash available for dividends to our shareholders may
be reduced. .

Restrictive covenants m our revolving credit fac:lu‘y impose fi financial and orher resrnctrons on us, including
our abthty to pay dividends.

Our revolving credit facility imposes operatmg and financial restrictions on us and requires us to comp]y
with cenmn financial covcnants These restrictions and covenants hmlt our ability to, among other things:

L

» " pay dividends if an event of default has occurred and is conunumg under our proposed new revolvmg
credit facility or if the paymenl of the dividend would result i in an event of default;

* incur addmonal mdebtedness mcludmg [hrough the issuance of guarantees;

L )

* change the flag, class or management of our veqqels

. i

* create Itens on our assets;
« sell our vessels without replacing such vessels or prepaying a portion of our loan;
*+ merge or consolidate with, or transfer all or substantially all our assets to, another person; or

* change our business.

Therefore, we }nay need to seek permission from our lenders in order to engage in some corporate actions. Our
lenders’ interests may be different from ours and we cannot guarantee that we will be able to obtain our lenders”
consent when needed. If we do not comply with the restrictions and covenants in our revolving credit facility, we
will not be able'to pay dmdends 10 you, finance our future operations, make acquisitions or pursue business
opportunities. _
5 N - °
We will derive a substantial portion of the revenues generated by our fleet from one charterer, and the loss
of that charterer or any time charter or any vessel could result in a significant loss of revenues and cash

_ﬂow

Bunge and its affiliates currently charter the l? vessels we have bought or agreed to buy from Metrobulk in
2006. As a result, Bunge's payments to us will be our sole source of operating cash flow from these vessels over
the term of the governing master time charter expiring December 31, 2010. Bunge and its affiliates will, |
therefore, account for a substantial majority of our revenues. As a result, Bunge will have a substantial amount of
leverage in any discussions or disputes it may have with us, which it may choose to exercise to our disadvantage.
Because most of the time charters with Bunge provide for annual rate determinations within an agreed rate -
structure during certain periods, Bunge will have the opportunities to apply such leverage if it so chooses, to such
rate determinations. In addition, at any given time in the future, if Bunge were to experience financial difficulties,
we cannot assure you that Bunge would be able to make charter payments to us or make them at the levels
provided for in our master time charter with Bunge. If Bunge is unable to make charter payments to us, or makes
them at a significantly lower level than we expect, our results of operations and financial condition will be
materially adversely affected. : ‘ .

\‘Wg could lose Bunge or another party as a charterer or the benefits of a time charter if:
= the charterer fails to make charter payments to us;

+ the vessel is off-hire for more than 20 days in any year for reasons other Ihan drydockmg required to
maintain a vessel’s status with its classification society; or

» . we are unable to reach an agreement in advance with Bunge on lhe level of charter hire to be pald 10 us
.wnhm a specified daily htre rate range in any year

If we lose a time charter, we may be unable to re:deploy the related vessel on terms as favorable to us as in the
original time charter. In the worst case, we may not receive any revenues from that vessel, but we may be
required to pay expenses necessary to maintain the vessel in proper operating condition.
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The loss of any of our charterers, time charters or vessels, or a decline in payments under our charters, could
have a material adverse effect on our business, results of operations and financial condition and our ability to pay
dividends to our shareholders.

We depend on Bunge, which is an agribusiness, for all of our revenues from a substantial portion of our
fleet and are therefore exposed to risks in the agribusiness market. '

Bunge and its affiliates charter all the vessels we recently acquired from Metrobulk. Accordinglv, our
business is indirectly exposed to economic and other risks inherent in the agribusiness market. Changes in the
economic, political, legal and other conditions in agribusiness could adversely affect our business and results of
operations. Based on Bunge’s filings with the SEC, these risks include the following, among others:

= The availability and demand for the agricultural commedities and agricultural commocllity
products that Bunge uses and sells in its business can be affected by weather, d1sease and other
factors beyond its control.

« Bunge is vulnerable to cyclicality in the oilseed processing industry,
» Bunge is vulnerable to increases in raw material prices.
+ Bunge is subject to economic and political instability and other risks of doing business globally

and in emerging markets.

Deterioration in Bunge’s business as a result of these or other factors could have a material adve'rse impact
on Bunge’s ability 1o make timely charter hire payments to us and to renew its time charters with us. This could -
have a material adverse impact on our financial condition and results of operations.

We cannot assure you that our board of directors will declare dividends.

In 2006, our board of directors set its current dividend policy, which is to establish a minimum annualized
dividend each year. The declaration and payment of dividends, if any, will aiways be subject to the di:scretion of
our board of directors and the requirements of Marshall Islands law. The timing and amount of any dividends
declared, if any, will depend on, among other things, our earnings, financial condition and cash requirements and
availability, our ability to obtain debt and equity financing on acceptable terms as contemplated by oulr growth
strategy, provisions of Marshall Islands law governing the payment of dividends, restrictive covenantL in our
existing and future debt instruments, and current and expected market conditions, The international dly bulk
shipping industry is highly volatile, and we cannot predict with certainty the amount of cash, if any, that will be
available for distribution as dividends in any period. Also, there may be a high degree of variability fiom period
to period in the amount of cash, if any, that is available for the payment of dividends. We may incur expenses.or
liabilities or be subject to other circumstances in the future that reduce or eliminate the amount of cash that we
have available for distribution as dividends, if any, including as a result of the risks described in this dection of
the prospectus. Our growth strategy contemplates that we will finance the acquisition of additional vessels
through a combination of our operating cash flow and debt and equity financing. If financing is not available to
us on acceptable terms, our board of directors may determine to finance or refinance acquisitions with a greater
percentage of cash from operations to the extent avaiiable, which would reduce or even eliminate the amount of
cash available for the payment of dividends. We may also enter into new financing or other agreements that will
restrict our ability to pay dividends.

Under the terms of our revolving credit facitity, we will not be permitted to pay dividends if an event of
default has occurred and is continuing or would occur as a result of the payment of such dividend. Mdrshall
Islands law generally prohibits the payment of dividends other than from surplus or while a company fis insolvent
or would be rendered insolvent by the payment of such a dividend. We may not have sufficient surplys in the -
future to pay dividends. We can give no assurance that dividends will be paid in the future,
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Future sales of our common stock may result in a decrease in the market price of our common stock, even if

our business is doing well.
1

", The market price of our common stock could decline due to the issuance and subsequent sales of a large
number of shares of our common stock in the market pursuant to'an equity offering or the perception that such
sales could occur following the exercise of the outstanding warrants. This could make it more difficult to raise
funds lhrough future offerings of common stock or securities convertible into common stock.

Affiliates of Mr. Robertson, the Chalrman of the Board of the Company, and First Reserve Corporauon
whose affiliate owned approximately 9.9% of our common stock as of December 31, 2006, have the right in
certain circumstances to require us to register their shares of common stock in connection with a publlc offering
- and sale. In addition, in connection with-other reglstered offerings by us, affiliates of Mr. Robertson, First
Reserve and certain other stockholders will have Ihe ability to exercise certain piggyback registration rights with
respecl 10 their shares.

We had 51,465,433 shares of our common stock outstanding as of December 31, 2006 and 55,073,004
shares outstanding as of February 28, 2007. Assuming exercise of the remaining 3,512,582 warrants to purchase
commeon stock remaining outstanding as of February 28, we would have a total of 58,585,586 shares of common
stock outstanding.

Our earnings may be adversely affected if we do not successfully employ our vessels on medium- or long-
term time charters or take advantage of favorable opportunities in the spot market.

' We expect to employ the majority of our vessels primarily on medium- and long-term time charters.
Although medium- and long-term charters provide relatively steady streams of revenue, our vessels committed to
such charters may not be available for immediate chartering for spot charters during periods of increasing charter
hire rates when spot voyages might be more profitable. If we cannot recharter these vessels on new medium- or
long-term charters followmg the expiration of previous charters, or employ them in the spot market profitably,
our results of operations and operating cash flow may suffer. We cannot assure you that future charter hire rates
will enable us to operate our vessels profilably.

We may have difficulty properly managing our planned growth through acquisitions of additional vessels.

We intend to grow our business through selective acquisitions of addmonal vessels. Qur future growth will
pnmanly depend on: ‘ ‘

"+ locating and acquiring suitable vessels or shipbuilding contracts;
= identifying and consummating vessel acquisitions or joint ventures relating to vessel acquisitions;
. enlzjirgil}g our customer base;
. mauagiug our expansion; and

"+ obtaining required financing on acceptable terms.

During periods in which charter hire rates are high, vessel values generally are high as well, and it may be
difficult to consummate vessel acquisitions at favorable prices. In addition, growing any business by acquisition
presents numerous risks, such as obtaining additional qualified personnel, managing relationships with customers
and integrating newly acquired assets into existing infrastructure. We cannot give any assurance that we will be
eucceqsful in executing our growth plans or that we will not incur significant expenses and losses in' connection
wnth our future growth efforts.

~We cannot assure yau that we will be able to borrow further amounts under our revolvmg credit faahty,
" which we will need to fund the acquisition of additional vessels.

-+ -

Our ability to borrow further amounts under our revolving credit facility will be subject to satisfaction of
certain customary conditions precedent and compliance with terms and conditions included in the loan
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documents. Prior to each borrowing, we will be required, among other things, to provide the lenders with
acceptable valuations of the vessels in our fleet confirming that they are sufficient to satisfy minimum security
requirements. To the extent that we are not able to satisfy these requirements, including as a result of a decline in
the value of our vessels, we may not be able to borrow further amounts under our revolving credit facility.

We may be in default under existing contracts to acquire vessels if we do not obtain additional financing.

In order to complete the acquisition of vessels we have agreed to buy, including fron Miner, we must obtain
additional financing. While we expect 1o obtain this additional financing by increasing the capacity available
under our revolving credit facility, we cannot assure you that we will be able to do so or will be able to do so in
time to complete the acquisitions. If we do not obtain this financing, we may be in default under the chtracts to
acquire those vessels, and we may forfeit our deposit and our right to acquire those vessels.

Servicing future indebtedness will limit funds available for other purposes, such as the payment of
dividends.

We intend to finance our fleet expansion program in part with secured indebtedness. We may incur other
indebtedness in the future. While we may seek to refinance amounts drawn or incurred, we cannot assure you
that we will be able to do so on terms that are acceptable to us or at all. If we are not able to refinance{these
amounts on terms acceptable to us or at all, we will have to dedicate cash flow from operations to pay|the
principal and interest of this indebtedness. If we are not able to satisfy these obligations, we may have to
undertake alternative financing plans. The actual or perceived credit quality of our charterers, any defaults by
them, and the market value of our fleet, among other things, may materially affect our ability to obtain alternative
financing. In addition, debt service payments under any future debt agreements or alternative ﬁnancmln may limit
funds otherwise available for working capital, capital expenditures and other purposes, such as the paymenl of
dividends. If we are unable to meet our debt obligations, or if we otherwise default under any future d("bl
agreements, our lenders could declare the debt, together with accrued interest and fees, to be immedialely due
and payable and foreclose on our fleet, which could result in the acceleration of other indebtedness that we may
have at such time and the commencement of similar foreclosure proceedings by other lenders.

Unless we set aside reserves for vessel replacement, at the end of a vessel’s useful life our revenue will
decline.

Unless we maintain cash reserves for vessel replacement, we may be unable to replace the vessels in our
fleet upon the expiration of their useful lives. Our cash flows and income are dependent on the revenues earned
by the chartering of our vessels to customers. If we are unable to replace the vessels in our fleet upon the
expiration of their useful lives, our business, results of operations, financial condition and ability to pay
dividends will be adversely affected. Any reserves set aside for vessel replacement would not be available for
other cash needs or dividends. While we have not set aside cash reserves to date, pursuant to our dividend policy,
we expect to pay less than all of our available cash from operations so as to retain funds for capital expenditures,
working capital and debt service. In periods where we make acquisitions, our board of directors may limit the
amount or percentage of our cash from operations available to pay dividends. See “Dividend Policy.”

Purchasing and operating secondhand vessels may result in increased operating costs and reduced fleet
utilization.

Our current business strategy includes the acquisition of high-quatity secondhand vessels. While we have
the right to inspect previously owned vessels prior to purchase, such an inspection does not provide uswith the
same knowledge about their condition that we would have if these vessels had been built for and operated
exclusively by us. Secondhand vessels may have conditions or defects that we were not aware of when we
bought the vessel and that may require us to incur costly repairs to the vessels. If this were to occur, suth hidden
defects or problems may be expensive to repair when detected, and if not detected may result in accrdelntq or
other incidents for which we may become liable to third parties. Repairs may require us to put a vessel|into
drydock, which would reduce our fleet utilization and increase our costs. We do not expect 1o receive the benefit
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of warranties on secondhand vessels. In general, the costs to mainiain a vessel in good operating condition
increase with the age of the vessel. Older vessels are typically less fuel-efficient than more recently constructed
vessels due to improvements in engine technology.

Governmentai regulations, safety and other equipment standards related to the age of vessels may require
expendltures for alterations, or the addition of new equipment, to some of our vessels'and may restrict the type of
activities in which these vessels may engage. We cannot assure you that, as our vessels age, market conditions
will justify those expenditures or enable us to operate our vessels profitably during the remainder of their usefut
lives.

-Qur acquisition of new vessels i is subject to a number of mndmons, whtch may delay our rece:pt of
revenues ; '

We have entered into memoranda of agreement with réspect to four vessels that hive not yet been delivered.
The consummation of the acquisition of these vessels is subject to a number of conditions. We cannot guarantee
whether or when all the conditions to,those acquisitions will be satisfied or waived, permlttmg the acquisitions to
be consummated when and as currently contemplated In addition, we may be limited in some circumstances in
our ability to oversee construction of newbuildings at the shipyard. As a result, our final inspection of these’
vessels occurs afier delivery of the vessels. The failure to consummate the acquisitions when and as currently -
contemplated would defay our receipt of revenues under the time charters for the new vessels and would
therefore materially and adversely affcct our results of operations and financial condition,

Delays in deliveries of newbmldmgs to be purchased could materially and adversely harm our operatmg
results. :

The two remaining newbuildings yet to be delivered from affiliates of Metrobulk as well as the Capesize
newbuilding to be delivered from SWS are scheduled to be delivered at various times 6ver approximately the ~
next month. The delivery of these vessels could be delayed, which would delay our receipt of revenues under the
time charters for these vessels, and thereby adversely affect our results of operations and financial condition.

The delivery of the newbuildings could be delayed because of: - .

= work stoppages or other labor disturbances or other event that disrupts the operatlons of the

shipbuilder;
)

¢ quality or engineering problems; o o ‘ ' . ‘ ‘
+ changes in governmental regulations or maritime self-regulatory organization standards; : .
* lack of raw matenals
. bankruptcy or other financial crisis of the shlpbmlder
= abacklog of orders at the shipbuilder;
s hostilities, political or economic disturbances in the country where the vessels are being built;
= weather interference or catastrophic event, such as a major earthquake or fire;
* our requests for chalng'e's to the original vessel specifications; _ _
* shortages of or delays in the réceipt of necessary construction materials, such as steel;
* our inability 10 obtain requisite permits or approvals; or
¢ adispute with the shipbuilder. =~ _ .
In addition, the shipbuilding contracts for the new vessels contains a “force majeure” provision whereby the
occurrence of certain events could delay delivery or possibly terminate the contract, If delivery of a vessel is

materially delayed or if a shipbuilding contract is terminated, it could adversely affect our rcsults of operations
and financial condition and our ability to pay dividends to our shareholders.
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When our time charters end, we may not be able to replace them promptly or with profitable ones.

We cannot assure you that we will be able to obtain charters at comparable rates or with comparable
charterers, if at all, when the charters on the vessels in our fleet expire. The charterers under these chlarters have
1to obligation to renew or extend the charters. We will generally attempt to recharter our vessels at favorable rates
with reputable charterers as the charters expire, unless management determines at that time to emplo&z the vessel
in the spot market. We cannot assure you that we will succeed, Failure to obtain replacement charter::; will reduce
or eliminate our revenue, our ability to expand our fleet and our ability to pay dividends to shareholders.

If dry bulk vessel charter hire rates are lower than those under our current charters, we may have to enter
into charters with lower charter hire rates. Also, it is possible that we may not obtain any charters. In{addition, we
may have to reposition our vessels without cargo or compensation to deliver them to future charterers or to move
vessels to areas where we believe that future employment may be more likely or advantageous. Repositioning our
vessels would increase our vessel operating costs. '

Charterers may default on time charters that provide for above-market rates.

If we enter into time charters with charterers when charter rates are high and charter rates subsequemly fall
significantly, charterers may default under those charters. We intend to enter into time charters only I
reputable counterparties, but we cannot assure you that such counterparties will not default on the chanerq If a
charterer defaults on an above-market time charter, we will seek the remedies available to us, which may include
arrest of the vessel and arbitration or litigation to enforce the contract. After a charterer defaults on aftime
charter, we will likely have to enter into charters at lower rates. It is also possible that we would be unable to
secure a charter at all. If we recharter the vessel at lower rates, our revenues will be reduced.

Contracts of affreightment may result in losses.

Our subsidiary Quintana Logistics LLC may seek to enter into contracts of affreightment. Contracts of
affreightment may subject us to risks we do not usually bear in our time-charter business. Because w:e will
usually be paid a per-ton rate under a contract of affreightment but will charter in ships from third palrties ona
daily-rate basis, we will be exposed to volatility in freight rates between our execution of the contract of
affreightment and chartering in of vessels, In addition, we will generally bear risks associated with the length of
the voyages, including canal-passage delays, inclement weather, and other factors. If these delays occur, we will
still be bound to pay charterhire on the ships carrying the cargo, but we will not receive additional amounts under
the contract of affreightment. Consequently, delays may reduce our profits under the contract or result in
significant losses.

The international dry bulk shipping industry is highly competitive, and we may not be able to compete
successfully for charters with new entrants or established companies with greater resources.

We will employ our vessels in a highly competitive market that is capital intensive and highly fragmented,
Competition arises primarily from other vessel owners, some of whom have substantially greater resources than
we do. Competition for the transportation of dry bulk cargo by sea is intense and depends on price, location, size,
age, condition and the acceptability of the vessel and its operators to the charterers. Due in part to the highly
fragmented market, competitors with greater resources could enter the dry bulk shipping industry and operate
larger fleets through consolidations or acquisitions and may be able to offer lower charter hire rates than we are
able to offer.

We may be unable to retain key management personnel and other employees in the shipping industry,
which may negatively impact the effectiveness of our management and results of operations.

Qur success depends to a significant extent upon the abilities and efforts of our management team, which
was formed beginning in January 2005. Qur success will depend upon our ability to retain key members of our
management team and to hire new members as may be necessary. The loss of any of these individuals could
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adversely affect our business prospects and financial condition. Difficulty in hiring and retaining replacement
personnel could have a similar effect. We do not maintain “key. man” life insurance on any of our officers.

Our vessels may suffer damage and we may face hnexpected costs, which could adversely affect our cash
Jlow and financial condition.

if our vessels suffer damage, they may need to be repaired. The costs of repairs are unpredictable and can be
substantial. The loss of earnings while our vessels are being repaired and repositioned, as well as the actual cost
of these repairs, would decrease our earnings and reduce the amount of cash that we have available for dividends.
We may not have insurance that is sufficient to cover all or any of these costs or losses and may have to pay costs
not covered by our insurance.
The aging of our fleet may result in increased operating costs in the future, which could adversely affect
our earnings. :

In general, the cost of maintaining a vessel in good operating condition increases with the age of the vessel.
Our tleet has a dwt-weighted-average age of approximately 4.2 years as of December 31, 2006, and an expected
dwi-weighted average age of 3.9 years upon the delivery of all contracted vessels. As our fleet ages, we will
incur increased costs. Older vessels are typically less fuel efficient and more costly to maintain than more
recently constructed véssels due to improvements in engine technology. Cargo insurance rates also increase with
the age of a vessel, making older vessels less desirable to charterers. Governmental regulations, including
environmental regulations, safety or other equipment standards related to the age of vessels may require
expenditures for alterations, or the addition of new equipment, to our vessels and may restricl the type of
activities in which our vessels may engage. We cannot assure you ‘that, as our vessels age, market conditions will
]u‘;tlfy those expendllures or enable us to operate our vessels profi tably during the remainder of their useful lives.

The sh:ppmg industry has inherent operational nsks that may not be adequately covered by our msurance

We procure insurance for our fleet against risks commonly insured against by vessel owners and operators.
Our current insurance for the vessels of which we have taken delivery includes hull and machinery insurance,
war risks insurance, protection and indemnity insurance, which includes environmental damage and pollution .
insurance. We can give no assurance that we are adequately insured against all risks or that our insurers will pay
a particular claim. Even if our insurance coverage is adequate to cover our losses, we méy not be able to timely
obtain a replacement vessel in the event ‘of a loss. Furthermore, we may not be able to maintain or obtain
adequate insurance coverage at reasonable rates for our fleet. We may also be subject to calls, or premiums, in
amounts based not only on our own claim records but also the claim records of all other members of the
- protection and indemnity associations through which we receive indemnity insurance coverage for tort liability.
Our insurance policies also contain deductibles, limitations and exclusions which increase ‘our costs in the event
-of a claim or decrease any recovery in the event of a loss.

If we acquire additional dry bulk carriers and those vessels are not delivered on time or are delivered with
significant defects, our earnings and f nancml condition could suffer.

We expect to acquire additional vessels in the future. A delay in the delivery of any of these vessels to us or
the failure of the contract counterparty to deliver a vessel at all could cause us to breach our obligations under a
related time charter and could adversely affect our earnings, our financial condition and the amount of dividends,
if any, that we pay in the future. The delivery of these vessels could be delayed or certain events may arise which
could result in us not taking delivery of a vessel, such as a total loss of a vessel, a constructive loss of a vessel, or
substantial damage to a vessel prior to delivery. In addition, the delivery of any of these vessels with substantial
defects could have similar consequences.

We depend upon a limited number of customers for a large part of our revenues and the loss of one or more
of these customers could adversely affect our financial performance.

We expect to derive a significant part of our revenue from a limited number of customers. If one or more of
" these customers terminates its charter or chooses not 1o recharter our vessel or is unable to perform under its
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charter with us and we are not able to find a replacement charter, or if a customer exercises certain rights to
terminate the charter, we could suffer a loss of revenues that could adversely affect our financial condition,
results of operations and cash available for distribution as dividends to our shareholders.

We could lose a customer or the benefits of a time charter for many different reasons, including if:

= the customer fails to make charter payments because of i s financial inability, disagreements with us or
otherwise; or

+ the customer terminates the charter because we fail to deliver the vessel within a fixed perilod of time,
the vessel is lost or damaged beyond repair, there are serious deficiencies in the vessel or prolonged
periods of off-hire, or we default under the charter.

If we lose a key customer, we may be unable to obtdm charters on comparable terms or may ha\{e increased
exposure (o the volatile spot market, which is highly competitive and subject to significant price fluctuauons The
loss of any of our customers, time charters or vessels, or a decline in payments under our charters, cauld have a
material adverse effect on our business, results of operations, financial condition and our ability to pay dividends.

We are a holding company, and we depend on the ability of our subsidiaries to distribute funds o us in
order to satisfy our financial obligations and to make dividend payments.

We are a holding company and our subsidiaries conduct all of our operations and own all of our,operating
assets. We have no significant assets other than the equity interests in our subsidiaries. As a result, our ability to
make dividend payments depends on our subsidiaries and their ability to distribute funds to us. The ability of a -
subsidiary to make these distributions could be affected by a claim or other action by a third party, inlcluding a
creditor, or by Marshall Islands law, which regulates the payment of dividends by companies. If we are unable to
obtain funds from our subsidiaries, our board of directors may exercise its discretion not to declare or pay
dividends. We do not intend to seek Lo obtain funds from other sources to pay dividends.

We may not be able to draw down the full amount under our revolving credit facility if the market value of
our vessels declines. .

The fair market value of dry bulk vessels has generally experienced high volatility and market prices for
secondhand dry bulk carriers are currently above historical averages. You should expect the market value of our
vessels to fluctuate depending on general economic and market conditions affecting the shipping 1nd1|mry and
prevailing charter hire rates, competition from other shipping companies and other modes of transportauon
types, sizes and age of vessels, applicable governmental regulations and the cost of newbuildings.

The terms of our revolving credit facility include the requirement that, in connection with vessel
acquisitions, amounts borrowed not exceed a specified percentage of the value of the vessels securing our
obligations under the facility. If the value of our vessels declines because of the factors described in the previous
paragraph or for any other reason, we might not be able to satisfy this requirement and, accordingly, may not be
able to draw down funds to fund potential vessel acquisitions.

We may breach some of the covenants under our revolving credit facility if the market price of ouur vessels,
which are currently near historically high levels, declines.

Our revolving credit facility contains a covenant requiring that the aggregate market value of the vessels in
our fleet at all times exceeds a specified percentage of the aggregate principal amount of debt outstanding under
the facility. If the market vatue of our vessels decreases, we may breach some of the covenants contained in our
revolving credit facility. If we do breach such covenants and we are unable to rémedy the relevant bre:ach, our
lenders could accelerate our debt and foreclose on our fleet. In addition, if the book value of a vessel is impaired
due to unfavorable market conditions or a vessel is sold at a price below its book value, we would incur a loss
that could have a material adverse effect on our financial condition and results of operations.
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Qur substantial operations outside the United States expose us to palmca!, gavemmental and economic
instability, which could harm our operations. . :

Because our operations are primarily conducted outside of the United States, they may be affected by
economic, political and governmental conditions in the countries where we are engaged in business or where our
vessels are registered. Future hostilities or pohtlcal instability in regions where we operate or may operate could
have a material adverse effect on our busmess results of operations and ablllty to pay dividends. In addition,
tariffs, trade embargoes and other economic sanctmns by the United States or other countries against countries
where our vessels trade may limit tradlng activities with those countries, which could also harm our business,
financial condition, results of operauons and ability to pay dwndend%

We are subject to regulanon and hab:lu‘y under enwronmental laws that could require significant
expenditures and affect our cash flow and net income. ‘

Our business and the operations of our vessels are regulated under international conventions, national, state
and local laws and regulations-in force in the jurisdictions in which our vessels operate, as well as in the country *
of their 'registration'in order to protect against potential environmental impacts. As a result of highly publicized
accidents in recent years, government regulation of vessels, parllcularly in the area of environmental
requiremnents, can be expected to become more stringent in the future and could require us to incur significant
capital expenditure on our vessels to keep them in compliance, oOr even to scrap or sell certain vessels altogether.
For example, various _]unsdlctlons are considering regulating the management of ballast waters to prevent the -
introduction of non- indigenous species that are considered invasive. While we cannot in every instance predict
the extent of the costs that will be required to comply with these requirements, environmental regulations should
apply to all vessels registered in countries that have ratified the various conventions upon which such
requirements are based, and should therefore apply to most of our competitors to the same extent as they apply to
us. ’

These requirements'can also affect the resale value or useful lives of our vessels, require a reduction in
cargo capacity, ship modifications or operational changes or restrictions, lead to decreased availability of or more
costly insurance coverage for environmental matters or result in the denial of access.to certain jurisdictional
waters or ports, or detention in certain ports. Under local, national and foreign laws, .as well as international
treaties and conventions, we could incur material liabilities, including cleanup obligations; natural resource

*damages, personal injury and property damage claims in the event that there is a release of petroleum or other
hazardous materials from our vessels or otherwise in connection with our operations. '

Violations of, or liabilities under, énvironmental requirements can result in substantial penalties, fines and
other sanctions, including in certain instances, seizure or detention of our vessels. Events of this nature would
have a material adverse impact on our financial condition, results of operations and our ablhty to pay dividends
to our shareholders. : .

We are subject to international safety regulations and the failure to comply with these regulations may
subject us to increased liability, may adversely affect our insurance coverage and may result in a denial of
access to, or defention in, certain ports. ‘ ' '

The hull and machinery of every commercial vessel must be classed by a classification society authorized
by its country of registry. The classification society certifies that a vessel is safe and seaworthy in accordance
with the applicable rules and regulations of the country of registry of the vessel and the Safety of Life at Sea
Convention. .

A vessel must undergo Annual Surveys, Intermediate Surveys and Special Surveys. In lieu of a Special
Survey, a vessel’s machinery may be on a continuous survey cycle, under which the machinery would be
surveyed periodically over a five-year period. Every vessel is required to be drydocked every 30 to 36 months for
inspection of the underwater parts of such vessel. If any of our vessels does not maintain its class or fails any
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Annual Survey, Intermediate Survey or Special Survey, the vessel will be unable to trade between ports and will
be unemployable. Moreover, as a result, we could be in violation of certain covenants ih our revolving credit
facility, all of which would negatively impact our revenues and liquidity.

The operation of our vessels is affected by the requirements set forth in the International Maritime
Organization’s International Management Code for the Safe Operation of Ships and Pollution Preverlltlon or ISM
Code. The ISM Code requires shipowners and ship managers to develop and maintain an extensive ISafety
Management System” that includes the adoption of a safety and environmental protection policy setting forth
instructions and procedures for safe operation and describing procedures for dealing with emergencies. The
failure of a shipowner to comply with the ISM Code may subject it to increased liability, may invalidate existing
insurance or decrease available insurance coverage for the affected vessels and may result in a denial of access
to, or detention in, certain ports. We have obtained our own ISM Code certification to operate our y’essels.

Because we expect to generate all of our revenues in U.S. Dollars but may incur a portion of our expenses
in other currencies, exchange rate fluctuations could hurt our results of operations.,

We expect to generate all of our revenues in U.S. Dollars. We expect to incur a portion of our operating
expenses in currencies other than U.S. Dollars. This difference could lead to fluctuations in net incorne due to
changes in the value of the U.S. Dollar relative to the other currencies, in particular the Euro. Expemles including
extraordinary expenses, incurred in forelgn currencies against which the U.S. Dollar falls in value w:ll be higher
in U.S. Dollar terms, resulting in a decrease in our operating income. Although we have put limited hedges in
place to guard against exchange-rate rlsk our operaling results could suffer as a result of ﬂuctuatmg exchange
rates.

Risks Related to the Industry

The international dry bulk shipping sector is extremely cyclical and volatile; these factors may lead to
reductions and volatility in our charter hire rates, vessel values and results of operations.

The dry bulk shipping industry is extremely cyclical with attendant volatility in charter hire rates and
industry profitability. The degree of charter hire rate volatility among different types of dry bulk cartiers has .
varied widely, and charter hire rates for dry bulk carriers are currently above historical averages, When we enter
into a charter when charter hire rates are low, our revenues and earnings will be adversely affected a3 we do not
expect to be able to substantially lower our operating costs during periods of industry weaknesses. In addition, a

decline in charter hire rates will likely cause the value of our vessels to decline. We cannot assure-you that we

. . o N
will be able to successfully charter our vessels in the future or renew existing charters at rates sufﬁmlent to allow
us to meet our obligations or to pay dividends to our shareholders. Because the factors affecting the supply and
demand for vessels are outside of our control and are unpredictable, the nature, timing, direction and degree of
changes in industry conditions are also unpredictable,
Factors that influence demand for vessel capacity include:.

» demand for and production of dry bulk products;

» global and regional economic conditions; ‘

» environmental and other regulatory developments;

» the distance dry bulk is to be moved by sea; and

» changes in seaborne and other transportation patterns.

Factors that influence the supply of vessel capacity include:
» the number of newbuilding deliveries;

« the scrapping rate of older vessels;
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«  vessel casualties;

+ the number of vessels that are out of service;
.+ the price of steel; | . ‘ - " . -
. changes in environmental and other regulations that rﬁay limit the useful lives of vessels; and

. port congestion. ) .

We anticipate that the future demand for our dry bulk carriers will be depenident upon, among other things,
continued economic growth in the world’s economies, including China and India, and will be influenced by
seasonal and regional changes in démand, changes in the capacity of the global dry bulk carrier fleet and the
sources and supply of dry bulk cargo to be transported by sea. We believe the capacity of the global dry bulk
carrier fleet will increase. If the supply of dry bulk carrier capacity increases and the demand for dry bulk carrier
capacity does not increase ‘or increases less'quickly, the charter hire rates paid for our vessels could materially
decline. Adverse economic, political, social or other developments could have a material adverse effect on our
business, financial condition, results of operations and ability to pay dividends.

Charter hire rates in the dry bulk sector are above historical averages and future growth will depend on
continued economic growth in the world economy that exceeds the capacity of the growing world fleet’s
ability to match it. '

Charter hire rates for the dry bulk sector are above historical averages. We anticipate that future demand for
“our dry bulk carriers, and in turn our future charter hire rates, will be dependent upon continued economic growth
in the' world’s economy, particularly in China and India, and will be influenced by seasonal and regional changes
in demand and changes in the capacity of the world’s fleet. We believe the capacity of the world’s fleet will
increase and there can be no assurance that economic growth will continue. A decline in demand for
commodities transported in dry bulk carriers or an increase in supply of dry bulk carriers could cause a decline in
charter hire rates which could have a material adverse effect on our business, financial condmon results of
operations and ability to pay dividends. ,
Risks associated with operating oceangomg vessels could negatively affect our business and reputation,
which could adversely affect our revenues and stock price.

The operation of oceangoing vessels carries inherent risks. These risks include the possibility of:
' marine disaster; i
. environmemal accidents;
« cargo-and property losses or damage;

 business interruptions caused by mechanical failure, human error, war, terrorism, polmcal action in
various countries, labor strikes or adverse weather conditions; and

*  piracy.

Any of these circumstances or events could increase our costs or lower our revenues. Although we have 23
vessels in our current fleet, loss or damage to any one or more of our vessels could have a material adverse effect
on our business, results of operations, financial condition and our ability to pay dividends: In addition 1o any
economic cost, the involvement of our vessels in an environmental disaster may harm our reputation. Qur short
operating history may increase these risks. ]

The operation of dry bulk carriers has certain unique operational risks.

With a dry bulk carrier, the cargo itself and its interaction with the shilp may create operational risks. By
their.nature, dry bulk cargoes are often heavy, dense and easily shifted, and they may react badly to water
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exposure. In addition, dry bulk carriers are often subjected to battering treatment during unloading operations
with grabs, jackhammers (to pry encrusted cargoes out of the hold), and small bulldozers. This treatent may
cause damage to the vessel. Vessels damaged due to treatment during unloading procedures may be more
susceptible to breach to the sea. Hull breaches in dry bulk carriers may lead to the flooding of the ve::‘.sels’ holds.
If a dry bulk vessel suffers flooding in its forward holds, the bulk cargo may become so dense and waterlogged
that its pressure may buckle the vessel’s bulkheads, leading to the loss of a vessel. If we are unable to adequately
maintain our vessels, we may be unable to prevent these events. Any of these circumstances or events could
negatively impact our business, financial condition, results of operations and ability to pay d1v1dends! In addition,
the loss of any of our vessels could harm our reputauon as a safe and reliable vessel owner and operator

Maritime claimants could arrest one or more of our vessels, which could interrupt our cash flow.

Crew members, suppliers of goods and services to a vessel, shippers of cargo and other parties may be
entitled to a maritime lien against a vessel for unsatisfied debts, claims or damages. In many jurisdictions, a
claimant may seek to obtain security for its claim by arresting a vessel through foreclosure proceedings. The .
arrest or attachment of one or more of our vessels could cause us to default on a charter, interrupt our, cash flow
and require us 1o pay large sums of money to have the arrest or attachment lifted. In addition, in some
jurisdictions, such as South Africa, under the “sister ship” theory of liability, a claimant may arrest both the
vessel which is subject to the claimant’s maritime lien and any “associated™ vessel, which is any vessel owned or
controlted by the same owner. Claimants could attempt to assert “sister ship” liability against one vessel in our
fleet for claims relating to another of our vessels,

Governments could requisition our vessels during a period of war or emergency, resulting in a loss of
earnings, .

A government could requisition one or more of our vessels for title or for hire. Requisition for title occurs
when a government takes control of a vessel and becomes its owner, while requisition for hire occurs Iwhen a
government takes control of a vessel and effectively becomes its charterer at dictated charter hire rates.
Generally, requisitions occur during periods of war or emergency, although governments may elect to requisition
vessels in other circumstances. Although we would be entitled to compensation in the event of a requisition of
one or more of our vessels, the amount and timing of payment would be uncertain. Government requisition of
one or more of our vessels may negatively impact our business, financial condition, results of operations and
ability to pay dividends.

Increased inspection procedures and tighter import and export controls could increase costs and disrupt our
business.

International shipping is subject to various security and customs inspections and related procedm“es in
countries of origin and destination. Inspection procedures can result in the seizure of contents of our vessels,
delays in the loading, offloading or delivery and the levying of customs, duties, fines and other penalties against
us.

It is possible that changes to inspection procedures could impose additional financial and legal obligations
on us. Furthermore, changes to inspection procedures could also impose additional costs and obligations on our
customers and may, in certain cases, render the shipment of certain types of cargo impractical. Any such changes
or developments may have a material adverse effect on our business, financial condition, results of operations
and our ability to pay dividends. '

An economic slowdown in Asia could have a matenal adverse effect on our business, financial position and
results of operations.

We expect that a significant number of the port calls made by our vessels will involve the loading or
discharging of raw materials in ports in Asia. As a result, a negative change in economic conditions inlany Asian
country, particularly China or India, may have an adverse effect on our business, financial position and results of
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operations, as well:as our future prospects. In recent years, India and China have been some of the world’s fastest
growing economies in terms of gross domestic product, which has had a significant impact on shipping demand.
We cannot assure you that such growth will be sustained or that the Chinese and Indian economies will not
experience negative growth in the future. Moreover, any slowdown in the economies of the United States, the
European Union or certain Asian countries may adversely affect economic growth in China, India and elsewhere.
Our business, financial position, results of operations, ability to pay dividends, as well as our future prospects,
will likely be materially and adversely affected by an economic downturn in any of these countries.

" Seasonal fluctuations in industry demand could adversely affect our operatmg results and the amount of
available cash with which we can pay dividends.

We will operate our vessels in markets that have historically exhibited seasonal variations in demand and, as
a result, in charter hire rates. This seasonality may result in quarter-to-quarter volatility in our operatmg results,
which could affect the amount of dividends, if any, that we pay to our shareholders from quarter to quarter. The
dry bulk carrier market is typically stronger in the fall and winter months in anticipation of increased
consumpnon of coal and other raw materials in the northern hemisphere during the winter months. As a result,
we expect revenues with respect to any of our vessels trading on the spot market to be weaker during the fiscal
quarters ended June 30 and September 30, and, conversely, we expect those revenues to be stronger in fiscal
quarters ended December 31 and March 31. In addition, time charters that we enter.into during historically
weaker seasons may generate less revenue than those entered into during stronger seasonal periods. This
seasonality could materially affect our business, financial condition, results of operauons and ability to pay
dividends. )

World events could affect our results of operations and financial condition.

Terrorist attacks such as the attacks on the United States on September 11, 2001, the bombings in Spain on
March 11, 2004 and the continuing response of the United States to these attacks, as well as the threat of future
terrorist attacks in the United States or elsewhere, continues to cause uncertainty in the world financial markets,
which may affect our business, operating results and financial condition. The continuing conflict in [raq may lead
to additional acts of terrorism and armed conflict around the world, which may contribute to further economic
instability in.the global financial markets. In addition, political tefisions or conflicts in the As1a Pacific Reglon
partlcularly involving Chma may reduce the demand for our services. These uncertainties could also adversely
affect our ability to obtain any additional financing or,.if we are able to obtain additional financmg, to do so on
terms favorable to us. In the past, po]mcal conflicts have also resulted i in attacks on vessels, mining of waterways
and other efforts to disrupt international shipping, pamcular]y in the Arabian Guif region. Acts of terrorism and
piracy have also affected vessels trading in regions such as the South China Sea. Any of these occurrences could .
have a material adverse impact on our business, ﬁnanctal condmon results of operanons and our ablllty to pay
dmdends

Tax Risks to Our Shareholders

)
We may earn United States source income that is subject to tax, thereby reducing our earnings.

Under the U.S. Internal Revenue Code of 1986, or the Code, 50% of the gmss shipping income of a ship
owning or chartering corporation, such as ourselves and our subsidiaries, that is attributable to transportatlon that
begins or ends, but that does not both begin and end, in the United States is characterized as U.S. source shipping
income and as such is subject to a 4% U.S. federal income tax without allowance for deduction, unless that
corporation qualifies for exemption from tax under Section 883 of the Code and the Treasury Regulauons
promulgated thereunder. ‘

We believe that we and each of our subsidiaries qualified for this statutory tax exemption for the year ended
December 31, 2006 (the “2006 Year”) and we will take this position for U.S. federal income tax return reporting
purposes. However, there are circumstances, including some that are beyond cur control, which could cause us to
lose the benefit of this tax exemption and thereby become subject to U.S, federal income tax on our U.S.-source

27



shipping income. For example, 5% shareholders could acquire and own 50% or more of our outstanding common
stock. This would preclude us from being eligible for the Section 883 exemption unless we can cstal:l-lish that
among those 5% sharehelders there are sufficient 5% shareholders that are qualified shareholders for purposes of
Section 883 (o preclude non-qualified 5% shareholders from owning 50% or more of such shares for more than
half the number of days during the taxable year. Therefore, we can give no assurances regarding ourjqualification
for this tax exemption or that of any of our subsidiaries. :

If we or our subsidiaries are not entitled to this exempiion under Section 883 for the 2006 Year or any other
taxable year, we or our subsidiaries would be subject for such year or years to a 4% U.S. federal gross income tax
on our U.S.-source shipping income. While we did not have a material amount of gross income attributable to
shipping transportation that begins or ends in the United States for the 2006 Year, we can give no assurance that
the trading pattern of our ships will not change in the future. As a result, the imposition of this tax cduld have a
negative effect on our business and could result in decreased earnings available for distribution to our

shareholders.

U.S. tax authorities could treat us as a “passive foreign investment company,” which could have advei'se
U.S. federal income tax consequences to U.S. holders.

A foreign corporation will be treated as a “passive foreign investment company,'™ or PFIC, for U S federal
income tax purposes if either (1) at least 75% of its gross income for any taxable year consists of cerltam types of
“passive incomme,” or (2) at least 50% of the average value of the corporation’s assets produce or are held for the-
production of those types of “passive income.” For purposes of these tests, “passive income” includes dividends,

interest, and gains from the sale or exchange of investment property and rents and royalties other than rents and
royalties that are received from unrelated parties in connection with the active conduct of a trade or business. For
purposes of these tests, income derived from the performance of services does not constitute “passiwI= income.”
U.S. shareholders of a PFIC are subject to a disadvantageous U.S. federal income tax reglme with respect to the
income derived by the PFIC, the distributions they receive from the PFIC and the gain, if any, they derive from

the sale or other disposition.of their shares in the PFIC,

Based on our assets, income and operatio_ns, we do not believe that for our 2006 Year we were zll‘PFIC. For
our 2006 Year, we derived substantially all of our income from time chartering activities of our wholly owned
subsidiaries and we expect this to continue in future years. We believe that such time chartering income should
be treated for relevant U.S. federal income tax purposes as services income, rather than rental income.
Corresponchngly, we intend to take the position that such services income should not constitute “passive
income,” and the assets that we own and operate in connection with the production of that i income, in particular

_our vessels, should not constitute passive assets for purposes of determining whether we were a PFI(; for the
2006 Year. There is, however, no direct legal authority under the PFIC rules addressing our method of operation.-
Accordingly, no assurance can be given that the IRS or a court will accept our position, and there is :Il risk that the
IRS or a court could determine that we were a PFIC for the 2006 Year. Moreover, no assurance can be given that
we would not constitute a PFIC for any future taxable year if there were to be changes in the nature and extent of
our operations.

The preferential tax rates applicable to qualified dwm‘end income are temporary, and the enactment of
previously proposed legislation could affect whether dlwdends patd by us constitute qualified di vidend
income ehglble for the preferential rate.

Certain of our distributions may be treated as qualified dividend income eligible for preferential rates of
U.S. federal income tax to U.S. individual shareholders (and certain other U.S. shareholders). In the :llbsence of
legislation extending the term for these preferentlal tax rates, all dividends received by such U.S. tax payers in tax
years beginning on January 1, 2011 or later will be taxed at ordinary graduated tax rates.

In addition; legislation proposed during a breceding legislative session of the U.S. Congress would deny the
preferential rate of U.S. federal income tax currently imposed on qualified dividend income with respect to
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dividends received from a non-U.S. corporation, unless the non-U.S. corporation either is eligible for benefits of
a comprehensive income tax treaty with the United States or is created or organized under the laws of a foreign
country that has a comprehensive income tax system. Because the Marshail Islands has not entered into a
comprehensive income tax treaty with the United States and imposes only limited taxes on entities organized
under its laws, it is unlikely that we could satisfy either of these requirements. Consequently, if this legislation
were enacted the preferential rate of federal income tax imposed on qualified dividend income may no longer be
applicable to dividends received from us. As of the date hereof, it is not possible to predict with any Cenamly
whether this previously proposed legislation will be remtroduced and enacted.

U.S. tax authorities could treat us as a “passive foreign investment company,” which could have adverse
U.S. federal income tax consequences to U.S. holders.

A foreign corporation will be treated as a “passive foreign investment company,” or PFIC, for U.S. federal
income tax purposes if either (1) at least 75% of its gross income for any taxable year consists of certain types of
“passive income,” or (2) at least 50% of the average value of the corporation’s assets produce or are held for the
production of those types of “passive income.” For purposes of these tests, “passive income” includes dividends,
interest, and gains from the sale or exchange of investment property and rents and royalties other than rents and
royalties that are received from unrelated parties in connecuon with the active conduct of a trade or business. For
purposes of these tests, income derived from the performance of services does not constitute “passive income.”
U.S. shareholders of a PFIC are subject 10 a disadvantageous U.S. federal income tax regime with respect to the
income derived by the PFIC, the distributions they receive from the PFIC, and the gain, if any; they derive from
the sale or other disposition of their shares in the PFIC.

Based on our assets, income-and operations, we do not believe that we are, nor do we expécl to become, a
PFIC with respect to any taxable year. We derive substantially ail of our income from time chartering activities
of our wholly owned subsidiaries, which we believe should be treated for relevant U.S. federal income tax
purposes as-services income, rather than rental income. Correspondingly, intend to take the position that such
services income should not constitute “passive income,” and the assets that we own and operate in connection
with the production of that income, in particular our vessels, should not constitute passive assets for purposes of
determining whether we are a PFIC in any taxable year. There is, however, no direct legal authority under the
PFIC rules addressing our method of operation. Accordingly, no assurance can be given that the IRS or a court
will accept our position, and there is a risk that the IRS or a court could determine that we are a PFIC. Moreover, '
no assurance can be given that we would not constitute a PFIC for any future taxable year if there were to be
changes in the nature and extent of our operations.

The preferential tax rates applicable to qualified dividend income are temporary, and the enactment of
previously proposed legislation could affect whether dmdends paid by us constitute quahf ed dividend
income eligible for the preferential rate.

Certain of our distributions may be treated as qualified dividend income ehglble for preferential rates of
U.S. fedéral income tax to U.S. individual shareholders (and certain other U.S. shareholders). In the absence of
legislation extending the term for these preferential tax rates, all dividends received by such U.S. taxpayers in tax
years beginning on January 1, 2011 or later will be taxed at ordinary graduated tax rates.

In addition, legislation proposed during a preceding legislative session of the U.S. Congress would deny the
preferential rate of U.S. federal income tax currently imposed on qualified dividend income with respect to
dividends received from a non-U.S. corporation, unless the non-U.S. corporation either is eligible for benefits of
a comprehensive income tax treaty with the United States or is created or organized under the laws of a foreign
country that has a comprehenswe income tax system. Because the Marshall Islands has not entered into a
comprehensive income tax treaty. with the United States and imposes only limited taxes on entities organized
under its laws, it is unlikely that we could satisfy either of these requirements. Consequently, if this legislation
were enacted the preferential rate of federal income tax imposed on qualified dividend income may no longer be
applicable to dividends received from us. As of the date hereof, it is not possible to predict with any certainty
whether this previously proposed legislation will be reintroduced and enacted,
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

We do not own any real property or any significant material property other than our vessels. Forla
description of our vessels and our office leases in Athens and Geneva, see “Business—Qur Fleet” and Note 10
to our consolidated financial statements, “Commitments and Other Contingencies,” respectively.

ITEM 3. LEGAL PROCEEDINGS

We have not been involved in any legal proceedings which may have, or have had a significant effect on our -
business, financial position, results of operations or liguidity, nor are we aware of any proceedings that are
pending or threatened which may have a significant effect on our bustiness, financial position, results ()f
operations or liquidity. From time to time, we may be subject to legal proceedings and claims in the ordmary
course of business, principally disputes with charterers, personal injury and property casualty claims. We expect
that these claims would be covered by insurance, subject to customary deductibles. Those claims, even if lacking
merit, could result in the expenditure of significant financial and managerial resources.

Legal Proceedmgs Related to Mr. Molaris

A private individual has filed a complaint with the public prosecutor for the Athens Magistrates (; Court
against Mr. Molaris-and four others relating to allegations that, while Mr. Molaris was employed by Stelmar
Shipping Ltd., they conspired to defraud the individual of a brokerage fee of €1.2 million purportedly owed by a
shipyard in connection with the repair of a vessel of Stelmar. Mr. Molaris believes the complaint is without merit
and is vigorously contesting these allegations. The prosecutor has referred the matter to a Greek judge|for further
investigation. The judge will determine whether the claim has sufficient merit to forward the matter on to a court
for adjudication. We have been advised that an independent committee of the board of directors of Stelmar has
conducted an inquiry into these allegations and found no evidence to support them.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the quarter ended December 31, 2006.
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ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT

Quintana Maritime’s executive officers as of February 28, 2007 are as follqwfs:

Name . Age . Position
Stamatis Molaris ............ ... ... 0L 45 Chief Executive Ofﬁcer, President and Director
Paull.Comell ........ ... ... . i 48 ° Chief Financial Officer and Treasurer
Nikos Frantzeskakis .................:...... 47 Chief Commercial Officer
StevePutman ................... i o3 Vice President, General Counsel & Secretary

Stamatis Molaris has served as our Chief Executive Officer since our formation in January 2005, has served
as our Pre51dent since May 2005 and has been a member of our board of directors since June 2005, Prior to this,
Mr. Molaris served as Chief Financial Officer and a director of Stelmar Shipping Ltd. from August 1993 until
January 2005. Prior to that, Mr. Molaris served as an audit manager for Arthur Andersen. Mr. Molaris obtained
an undérgraduate degree in Business Administration and Economics from Richmond College in London and a
post-graduate degree in Finance from Strathclyde University of Glasgow.

“Paul J. Cornell has served as our Chief Financial Officer since our formation in January 2005. Prior to his
current role he served as Vice President of Finance for Quintana Minerals Corporation since 1993 and has been
employed with Quintana Minerals Corporation since 1988. Mr. Cornell received his B.B.A. in Accounting from
Niagara University in 1981.°

: Nikos Frantzeskakis has served as our Chief Commercial & Operations Officer since our formation in
January 2005. Prior to this position, he worked with Navatrade SA since 1990 as the exclusive chartering broker
of 22 vessels. Mr. Frantzeskakis has a bachelor’s degree i in shlp broking practice and ship management from City
of London Polytechnic.

Steve Putman has served as our Vice President, General Counsel & Secretary since August 2005
Mr. Putman practiced corporate-finance and securities law at Vinson & Elkins L.L.P. from June 2001 to August
2005. From October 2000 to May 2001, Mr. Putman practiced law i in the tax-controversy group at Mayer,

Brown, Rowe & Maw LLP. Mr. Putman received his B. A. from the Umversny of Texas in 1997 and his J.D.
from the University of Chicago in 2000.
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PART I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLI
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Qur common stock is traded on the Nasdaq Global Market under the symbol “QMAR.” As of I
2007, there were 160 holders of record of our common stock. Because many of such shares are held
and other institutions on behalf of stockholders, we are unable to estimate the total number of stocklI
represented by these record holders. The following table sets forth the high and low sales price per s
common stock and the cash dividends paid per share, for the periods indicated.

T

JER

‘ebruary 28,
by brokers

10lders

hare of our

Cash Dividend

Period _ High Low Per Share
Fiscal 2005;
First Quarter(l) . ... . s — — —
Second Quarter(l) ... ... e — — $0.05
Third QUATTEr . .. oottt e e e s $12.06 5 9.85 $0.20
Fourth QUarter ... ..ot e e $11.70 $ 940 $0.21
Fiscal 2006: :
First QUAIEr ... oot e e e e e $10.45 § 8.60 $0.21
Second QUATTET . ..o\ttt Fe it e e e e e e e $ 895 § 7.30 .$0.21
Third QUATIETr . . . . Lo e e $11.06 § 7.89 $0.21
Fourth Quarter(2) . ... ...ttt e e e $11.41 $10.05 $0.24
Fiscal 2007: . .
First Quarter (through February 28, 2007) .......................... $14.51 $11.03 3)
(1) The Company commenced operations in April 2005 and did not begin trading on the Nasdaq until July 19,
2005. Accordingly, sales prices are not presented for the first or second fiscal quarters of 2005.I
(2) The dividend with respect to this period was declared on February 20, 2007 and will be paid on March 15,
2007 to shareholders of record on March 2, 2007. ‘ _ - .
(3) The dividend with respect to this period, if any, will not be declared until the second quarter ofj2007.
Dividend Policy
Our policy is to declare and pay quarterly dividends to shareholders. Each year, our board of dlrectors
estimates a minimum annualized dividend, to be declared and paid quarterly, which is subject to reduction or
elimination under certain circumstances, including restrictions under Marshall Is]ands law, covenan

debt instruments, and changing market conditions.

s under our

Our board of directors may review and amend our dividend policy from time to time in light of

future growth and other factors. In periods when we make acquisitions, our board of directors may |
amount or percentage of our cash from operations available to pay dividends. In addition, we may ir

our plans for
imit the

LCUr eXpenses
or liabilities, including unbudgeted or extraordinary expenses, or decreases in revenues, including a$ a result of

unanticipated off-hire days or loss of a vessel, that could reduce or eliminate the amount of cash tha

{ we have

available for distribution as dividends. We cannot assure you that we will be able to pay dividends in accordance

with our dividend policy, and our ability to pay dividends will be subject to the limitations set forth
the item of this report entitled “Risk Factors—We cannot assure you that our Board of Directors 1
dividends.”

Under the terms of our revolving credit facility, we are generally not permitted to ﬁay dividend:

above and in
Ivill declare

s 1f there is

an event of default, including if the value of the collateral securing the credit facility is less than 115% of the

amount of loans and letters of credit cutstanding under the facility. As of December 31, 2006, the vz
collateral was approximately 200% of the amount of loans outstanding under the facility.
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Our ability to make dividend payments will depend on the-ability of our subsidiaries to distribute funds to
us. In addition, Marshall Islands law generally prohibits the payment of dividends other than from surplus or
when a company is insolvent or if the payment of the dividend would render the company insolvent.
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ITEM 6. SELECTED FINANCIAL AND OTHER DATA

The following selected consolidated financial data (presented in thousands, except per share amounts and
employee data) are derived from our consolidated financial statements. This data should be read in conjunction
with the consolidated financial statements and notes thereto, and with Item 7, Management’s Discussion and
Analysis of Financial Condition and Results of Operations. All share amounts and per share data referred to in
the table below have been adjusted to reflect (1) the 7,628.984-for-one stock split on July 12, 2005, (2) the stock
dividend payable to Company’s sole shareholder on July 14, 2005, which was distributed on the clos sing date of
the initia! public offering, and (3) the conversion of outstanding preferred stock into common stock on a
12.5-t0-1 basis on August 11, 2006.

Summary of Selected Historical Financial Data

Period from

January 13, 2005
Year ended [inception) to

December 31,2006 Detember 31, 2005

(in thousands of UlS. dollars
except share data)

Income Statement Data:

b B 2L+ 11 - $ 103,317 $ 40,275
Vessel Operating eXpenses . ... . .ouvrnre e ianaenrenss 17,489 7.411
VOYage eXPeNSES . ..o v vee e e 4,083 —
General and administrative expenses ....................... 10,790 5,301
Depreciation and amortization .:................. ... ... 30,486 11,648

Operatingincome . ........ ... ... .. .. ... e, 40,469 | 15,915

© Interestexpense . ... ... ... (16,615) (5,367
By 1T n =T A 031075 1 1= OO 1,199 228
Unrealized swap loss ..ottt (9,840) —
Finamce COSIS + ot v v it et e e e e e e (2,169) (5,190)
Foreign exchange losses and other,net ...................... (300) (58)

Total other eXpenses ... ............couuirrunnrreunrerannnnn $  (271.7125) $ (10,387),

Netineome .. ...t TR $ 12,744 g- 5,528

Net income per commonshare .................. .. oo |
Basie . e $ 0.38 b 0.39

=
£
(4]

(=%
&3

037§ 039

Basic ... e 33,568,793 ‘ 14,134,268

Diluted ... e e 34,680,371 14,239,907
Other Data:
Net cash from operating activities .. ............ .. ..o, $ 56,960 $ 25856
Net cash used in investing activities ................ ... ... ..., (597,299) (467,727
Net cash from financing activities . ........... .. ... ... .o ve.. 557,415 446,130
At December, 3,
Balance Sheet Data: 2006 | 2005
Cashand cashequivalents ............... ... iiiiiiiiiinnn, § 21335 $ 4,259
Total clITent @SSelS .. ..o v ir i e e 26,325 7,228
Property andequipment . ... ... ... . o i i - 1,014,362 446,859
Total ASSBES ..t vttt et e e e 1,057,440 466,026
Total current liabilities . ...... . ... e 57,922 6,603
Long-term debt, excluding current portion ....................... 564,960 210,000
Total shareholders’ equity ....... ... ... ... ... .. il 424718 249,423
Total liabilities . . ... ..ot i e e 1,057,440 466,026




ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
"RESULTS OF OPERATIONS

The following discussion and analysis of financial condition and results of operations should be read in
conjunction with our consolidared financial statements and the notes thereto included elsewhere in this filing.

Executive Overview ‘ ' _ '

We are an international provider of dry bulk marine transportation services that was incorporated in the
Marshall Islands on Januvary 13, 2005 and bcgan operations in April 2005. As of December 31, 2006, we owned
and operated a total fleet of 23 vessels, consisting of 10 Panamax vessels, 11 Kamsarmax vessels and 2 Capesize
vessels. Of these 23 vessels, we acquired 10 in 2005 and the remaining 13 in 2006. In addition, a Panamax vessel
and a Kamsarmax vessel that we had agreed to purchase have been delivered subsequent to the end of the period
covered by this report. We are currently contracted to purchasc 2 additional Kamsarmaxes and 2 additional
Capesize vessels, all of which are expected 1o be delivered by April 2007. Our dry bulk carriers transport a
variety of cargoes including coal, iron ore and grain. As of December 31, 2006, our fleet had a combined.
carrying capacity of approximately 1,973,552 deadweight tons (dwt) and a dwt-weighted-average age of
approximately 4.2 years. Upon delivery of the 4 remaining vessels, we expect our fleet to have a combined
carrying capacity of 2,644,043 dwt and a dwt-weighted-average age of approximately 3.9 years.

Results of Operations ' , ‘

We began operations in 2003 and therefore cannot present a meaningful comparison of our results of
operations for the period from January 13, 2005 (inception) to December 31, 2005 with results from a prior year.
Accordingly, we have described below a comparison of our results of operations for the year ended
December 31, 2006 to the period from January 13, 2005 (inception) to December 31, 2005. 1

Charters

We generate revenues by charging customers for the transportation of dry bulk cargo using our vessels. All
our vessels are currently employed under time charters to well-established and reputable charterers. One vessel,
Barbara, is fixed on a variable-rate'time charter, in which the charter hire is tied to prevailing spot rates. A time
charter is a contract for the use of a vessel for a specific period of time durmg which the charterer pays
substantially all'of the voyage expenses, including port and canal charges and the cost of bunkers, but the vessel
owner pays the vessel opérating expenses. In addition, we may employ vessels in the spot market, Under a spot-
market charter, the vessel owner pays both the voyage expenses (less specified amounts covered by the voyage
charterer) and the vessel operating expenses. Vessels operating in the spot-chaiter market generate revenues that
are less predictable than time charter revenues but may enable us to capture increased profit margins during
periods of improvements in dry bulk rates. However, we will be exposed to the risk of declining dry bulk rates
when operating in the spot market, which may have a materially adverse impact on our financial performance.

.

Year Ended December 31, 2006

In the year ended December 31, 2006, our fleet had a utilization of 98.0%, compared to 95.2% in the 2005
period. We calculate fleet utilization by dividing the number of our operating days during a period by the number
of our ownershlp days durmg the period. The shipping industry uses fleet utilization to measure a company’s
efficiency in finding suitable employment for its vessels and minimizing the amount of days that its vessels are
off-hire for reasons other than scheduled repairs or repairs under guarantee, vessel upgrades, spec1a] surveys or
vessel positioning, ' '

Our net daily revenues per ship per day for the total fleet for the year ended December 31, 2006 were .
$20,225, compared to $22,188 in the corresponding period in 2005, Net daily revenue consists of our voyage and
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time charter revenues less voyage expenses during a period divided by the number of otr available cllays during
the period, net of commissions, including time charter amortization, which is consistent with industry standards.

Vessel operating expenses per ship per day were $3,590 for the fleet in the year ended December 31, 2006,
compared to $4,038, including $322 per day in third-party management fees, in the 2005 period. Ve]!;sel operating
expenses include crew wages and related costs, the cost of insurance, expenses relating to repairs and
maintenance, the cost of spares and consumable stores, tonnage taxes and other miscellaneous expenscs To
arrive at a per ship per day amount, we divide our total vessel operating expenses by the ownership days in the
period.

All vessels owned by the Company were employed under fixed-rate or variable-rate time-charter contracts
throughout the year ended December 31, 2006. One vessel, Barbara, was deployed on a variable-rate time
charter, in which charter hire is tied to prevailing spot rates during the term of the charter. As of Dedember 3 1,
2006, our charters had remaining terms of between 2 months and 48 months, We have rechartered tf|1e vessels
whose charters expired subsequent to the end of the year, We believe that these long-term charters plrovide better
stability of earnings and consequently increase our cash flow visibility to our shareholders.

Logistics Operations

In December 2005, the Company formed a wholly owned subsidiary, Qumtana Logistics LLC, to engage in
chartering operations, including entry into contracts of affreightment. Under a contract of affreightment,
Quintana lL.ogistics would agree to ship a specified amount of cargo at a specified rate per ton betwesn designated
ports over a particular period of time. Contracts of affreightment generally do not specify particular vessels, so
Quintana Logistics would be permmed gither to use a free vessel that it owned or to charter in a third-party
vessel.

Year Ended December 31, 2006 Compared to Period from January 13, 2005 (mceptmn) to December 31,
2005

Net Revenues

Net revenues for the year ended December 31, 2006 were $103.3 million after brokerage commissions of
$4.8 million, compared to $40.3 million after brokerage commissions of $1.8 million for the corresponding
period in 2003, an increase of 156.3%. In the year ended December 31, 2006, $103.7 million of our revenues was
earned from time charters, and $4.5 million was earned from our Quintana Logistics operations. In the 2005
period, all of our revenues were earned from time charters. The increase in revenues during the year[ended
December 31, 2006 over the corresponding period in 2005 is primarily due to our operation of an average of 13.4
vessels during 2006 compared to partial operations during the corresponding 2005 period of an average of 5.2
ships. Our net daily revenues per ship per day for the total fleet for 2006 were $20,225, compared to $22,188 in
2005. The decrease in the 2006 period was primarily due to lower charter rates realized on some vcsse]s that
were fixed on charters during early 2006, when charter rates were comparatively lower than rates later in the
period.

Commissions and Other Voyage Expenses

When we employ our vessels on spot market voyage charters, including those associated with our Quintana
Logistics operations, we incur expenses that include port and canal charges and bunker expenses. We expect that
port and canal charges and bunker expenses will continue to represent a relatively small portion of our vessels’
overall expenses because we expect the majority of our vessels to continue to be employed under ume charters

that require the charterer to bear all of those expenses. As is common in the dry bulk shipping mdus1ry, we pay
commissions ranging from 0% to 6.25% of the total daily charter hire rate of each charter to unaffiliated ship
brokers associated with the charterers, depending on the number of brokers involved with arranging|the charter.

For the year ended December 31, 2006, our commissions totaled $4.8 million, compared to $1 | million
during the corresponding period in 2005, an increase of 166.7%. Commissions were higher for the year ended

36




December 31, 2006 than the conespondiné period in 2005 principally because we operated an average of 13.4
vessels in 2006, compared to an average of 5.2 vessels during the 2005-period.

We incurred voyage expenses for the year ended December 31, 2006 of $4.1 million atiributable to our.
Quintana Logistics operations. We did not incur any voyage expenses for the 2005 period because we did not
conduct any of our chartering activities under Quintana Logistics until 2006.

Vessel Operating Expenses

For the year ended December 31, 2006, our vessel operating expenses were $17.5 million, or an average of
$3,590 per ship per day, compared to operating expenses of $7.4 million during the corresponding period in
2003, or an average of $4,038 per ship per day, which included $322 per day for third-party management fees.
We took over technical management of all our vessels in the fourth quarter of 2005; accordingly, technical
management fees that were previously included in vessel operating expenses are now reflected in our general and
administrative expenses. Vessel operating expenses include crew wages and related costs, the cost of insurance,

‘ expenses relating to repairs and maintenance, the cost of spares and consumable stores, tonnage taxes and other
miscellaneous expenses. The 136.5% increase in total operating expenses for the 2006 period was primarily due
to the enlargement of our fleet: we operated an average of 13.4 vessels during the 2006 period, compared to an
average of 5.2 vessels during the 2005 period. Per ship per day operating expenses decreased, however, by 3.4%.
This decrease was primarily attributable to efficiencies gained associated with the enlargement of the fieet.

General.and Administrative Expenses .

For the year ended December 31, 2006, we incurred $10.8 million of general and administrative expenses, -
compared to $5.3 million for the 2005 period, an increase of approximately 103.8%. Our general and
.administrative expenses include the salaries and other related costs of the executive officers and other employees,
our office rents, legal and auditing costs, regulatory compliance costs, other miscellaneous office expenses, long-
term compensation costs, and corporate overhead. Qur general and administrative expenses for 2006 were
comparatively higher than those in the corresponding period in 2005 because we operated an average of 13.4
vessels during the 2006 period, compared to an average of 5.2 vessels during the 2005, period. In 2006, general
and administrative expenses represented 10.5% of our net revenues for the period, as compared to 13.1% for the
corresponding period in 2005. The percentage reduction is principally due to operating efficiencies achieved by
adding vessels to the fleet. ’

Depreciation

i

We depreciate our vessels based on a straight line basis over the expected useful life of each vessel, which is
25 years from the date of their initial delivery from the shipyard. Depreciation is based on the cost of the vessel
less its estimated residual value, which is estimated at $220 per lightweight ton, at the date of the vessel’s
acquisition, which we believe is common in the dry bulk shipping industry. Secondhand vessels are depreciated
from the date of their acquisition through their remaining estimated useful life. However, when regulations place -
limitations over the ability of a vessel to trade on a worldwide basis, its useful life is adjusted to end at the date
such regulations become effective. For the year ended December 31, 2006, we recorded $29.6 miilion of vessel
depreciation charges, compared to approximately $11.3 million in 2005, an increase of 161.9%. We incurred
significantly higher depreciation charges in 2006 than in the corresponding period in 2005 because we operated
‘an average of 13.4 vessels for 2006, compared to an average of 5.2 vessels in 20035. As a result of the delivery of-
13 vessels in 2006 and our agreement to purchase an additional 6 vessels in 2007, we expect our depreciation
charges to increase on a period-by-period basis as those vessels are delivered. '

Time Charter Value Amortization

L

One of our vessels, fron Beautv, was acquired in October 2005 with an existing time charter at an .
above-the-market rate. We deduct the fair value of above-market time charters from the purchase price of the
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vessel and allocate it to a deferred asset which is amortized over the remaining period of the time charter as a
reduction to hire revenue. With respect to Iron Beauty, this results in a daily rate of approximately $30,600 as
recognized revenue. For cash flow purposes the company will continue to receive $36.500 per day less
commissions until the charter expires. For the year ended December 31, 2006, we recorded $2.1 million of time
charter amortization charges, compared to $0.4 million in 2005. This increase was attributabtle to a full year of
amortization in the 2006 period compared to a partial quarter of amortization in 2005. If we acquirefadditional
vessels in the future that have above-market time charters attached to them, our amortization of time charter
value is likely to increase.

Drydocking

We capitalize the total costs associated with a drydocking and amomze these costs on a straightline basis
through the expected date of the next drydocking, which is typically 30 to 60 months. Regulations or incidents
may change the estimated dates of the next drydocking for our vessels. For the year ended December 31, 2006,
amortization expense related to drydocking totaled $ 0.7 million, compared to $0.3 million for the ml)rresponding
period in 2005, an increase of 133.3%. This increase was primarily due to the fact that we were amortizing |
drydocking expense for six vessels in 2006, compared to two vessels in 2005.

Interest Expense

We incurred $16.6 million of interest expense in 2006, compared to $5.4 million in 2005. The 207.4%
increase is primarily attributable to larger principal amounts outstanding under our revolving credit facility as a
result of the Metrobulk acquisition in the 2006 penod compared to amounts outslandmg under our debt facilities
in the 2005 period.

Unrealized Swap Loss ‘ ' -

In the year ended December 31, 2006, we incurred $9.8 million in unrealized swap loss attributable to our
interest-rate swap. There was no corresponding loss in 2005 because we did not have any swaps in place at that
time. The loss on the swap is due to the decrease in LIBOR, to which the variable-rate portion of the swap is tied,
under forward rate curves in 2006. ‘

Finance Costs

Fees incurred for obtaining new loans or refinancing existing ones, including related legal and (‘:Iher
professional fees, are deferred and amortized to interest expense over the life of the related debt. Unamortized
fees relating to loans repaid or refinanced are expensed in the period the repayment or refinancing occurs. In
2006, we incurred $2.2 million in finance costs, compared to $5.2 million in the corresponding penod in 2005.
Of the $2.2 million incurred in the 2006 period, $1.8 million was attributabie to the write-off of unamortized
portion of fees paid in connection with our old revolving credit facility. Of the $5.2 million incurred|in the 2005
period, $4.7 million was attributable to the write-off of unamortized fees paid in connection with the termination
of the bridge loan and term loan facilities.

Net Income

Net income for the year ended December 31, 2006 was $12.7 million, compared to $5.5 million for the
corresponding period in 2005, an increase of 130.9%. The increase in net income during the year encled
December 31, 2006 over the corresponding period in 2005 is primarily due to increased revenues in the 2006
period, resulting from our operation of an average of 13.4 vessels during 2006 compared to partial operalmns
during the corresponding 2005 period of an average of 5.2 ships.

Inflation

Inflation does not have significant impact on vessel operating or other expenses for vessels undcl:r time
charter, We may bear the risk of rising fuel prices if we enter into spot-market charters or other contracts under

38




which we bear-voyage expenses. We do not consider inflation to be a significant risk to costs in the current and
foreseeable future economic environment. However, should the world economy be affected by inflationary
pressures this could result in increased opérating and financing costs.

Liquidity and Capital Resuﬁ.rcfes
Cash and Capital Expenditures . : - . :

We satisfy our working capital requirements with cash generated from operations. In 2006, we financed our
capital requirements with cash from operations, drawdowns under our revolving credit facilities, and the issuance
of preferred stock and warrants. In 2005, we financed our capital requirements with the issuance of equity in
connection with our initial public offering, cash from operations, and borrowings under debi facilities. As of
December 31, 2006, our cash balance was approximately $21.3 million, compared to a balance of $4.3 million in
2005. We incurred a substantial amount of debt during 2006 in connection with vessel acquisitions, resulting in a
ratio of net debt to total capltallzauon of 58% as of December;31, 2006, compared to 45% as of December 31,
2005 We believe that cash flow from operations, 'drawdowns under our revolving credit facility, and proceeds
from the ongoing exercise of outstanding warrants will be sufficient to fund our workmg capital requirements for
the next twelve months. , , _

We intend to fund our future acquisition-related capital requirements principally through borrowings under
our revolving credit facility or equity issuances and to repay all or a portion of such borrowings from time to time
with a combination of cash from operations and the net proceeds of potential equity issuances. In order to
consummate the acquisitions of vessels we have agreed to purchase, we must obtain additiona} financing. We
expect to obtain this financing by increasing the borrowing capacity of our revolving credit facility. If we do not
obtain this financing or do not cbtain it timely, we may be in default under the acquisition contracts. Please read
“Risk F actars—We may be in default under existing contracts to acquire vessels if we do not obtain additional
financing.” . + N

Our existing and expected debt obligations discourage us from incurring significant capital expenditures that
do not immediately generate cash, such as entry'into shipbuilding contracts for the purchase of newbuildings.
Consequently, if we wish to incur such obligations, we may be required to arrange altemative financing
arrangements. The issuance of equity to consummate such transactions may dilute our eamnings. In connection -
with the acquisition or agreement to acquire 17 vessels in 2006, we issued a significant amount of equity, but will
not realize the full benefit of the cash'flows generated by the additional ships until the third quarter of 2007
Consequently, the Metrobulk acquisition was dilutive to our earnings in 2006 B '

Net cash provided by operating activities was $57.0 million for the year ended December 31, 2006,
compared to'$25.9 million for the period from January 13, 2005 to December 31, 2005. Substantially all our cash
from operating activities is generated under our time charters.

Net cash used in investing activities was $597.3 million for the year ended December 31, 2006, compared to
$467.7 million for the period from January 13, 2005 to December 31, 2005. Of the cash used in investing
activities for the 2006 period, $597.0 million was attributable to the acquisition of vessels during the period,
including $587.7 million associated with the acquisition of the Metrobulk fleet, and $9.3 million associated with
the’ deposit paid on the fron Miner. In the 2005 period, nearly all 0f the cash used in investing activities was used
to acquire the ten vessels purchased in that year. : . .

Net cash from financing activities was $557.4 million for the year ended December 31, 2006, compared Lo
$446.1 million for the period from January 13, 2005 to December 31, 2005. In 2006, we repaid a portion of the
$£210.0 million outstanding under our cld revolving credit facility with $191.0 million in proceeds from the
issuance ‘of units, consisting of preferred stock and warrants. We drew down approximately $612.0 million under
our revolving credit facility to repay the remaining portion outstanding under our old revolving credit facility and
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to finance the acquisition of vessels. In 2005, we used $68.4 million of capital contributions, together with -
$150.0 million borrowed under a bridge loan in effect at the time, to acquire part of our initial flect| We used
$261.6 million of borrowings under a term-foan facility to pay outstanding amounts under the bridge-loan facility
and to partially finance the acquisition of additional vessels. We used the net proceeds of $180.8 m:llllon fram our
initial public offering to partially finance the acquisition of vessels and to repay $161.1 million outstanding under
the term-loan facility. Finally, we borrowed $210.0 million under our old revolving credit facility tc:r repay $100.6
million outstanding under the term-loan facility and terminate that facility and to finance the acquisition of
vessels toward the end of 2003,

Dividends

Our policy is to declare and pay quarterly dividends to shareholders. Each year, our board of directors
estimates a minimum annualized dividend, to be declared and paid quarterly, which is subject to reductlon or
elimination under certain circumstances, including restrictions under Marshall Islands law, covenants under our
debt instruments, and changing market conditions. For 2006 and 2007, our Board fixed a minimum Iannuahzed
dividend of $0.84 and $0.96, respectively. In 2006, we paid an aggregate of $32.4 million in dmdends including
dividends paid on common shares and an aggregate $1.2 million dividend paid on the preferred stock during the
period it was outstanding. In 2005, we paid an aggregate of $5.9 millicn in dividends, all of which were common
dividends.

Contractual Obligations and Cormmercial Commitments

Revolving Credit Facility

General. On July 19, 2006, we, together with our wholly owned subsidiaries, entered into an 8.25 year, $735
million senior secured revolving credit facility, with Fortis Bank N.V./S.A. as arranger. This credit facility
replaced our previous $250-million revoiving credit facility, which is described below.

Secrity. Our obligations under the credit facility are secured by (i) first priority cross-collateralized
mortgages over the vessels; (ii) first priority assignment of all insurances, operational accounts and ti:amings of
the vessels; (iii) first priority pledges over the operating accounts held with the agent, (iv) assignments of existing
and future charters for the vessels, and (v) assignments of interest rate swaps.

Interest. Borrowings under the revolving credit facility bear interest at the rate of LIBOR plus (.85% pér
annum (until December 31, 2010) and LIBOR plus 1.10% per annum thereafter. The full amount borrowed under
the revolving credit facility will mature on September 30, 2014.

Commitment Fee. We pay a commitment fee of 0.45% per annum on the undrawn amount of commitments
under the credit facility. This fee is payable quarterly in arrears.

Repayment. The total available commitments reduce over time according to the following schedule of
thirty-two consecutive quarterly permanent commitment reductions. The first reduction occurred on
December 31, 2006, '

+  Reduction 1 (December 31,2006) | ~ |$10,000,000
+  Reductions 2 to 5 (March 30, 2007 through December 31, 2007) $11,750,000
. Reductions 6 to 17 (March 30, 2008 through December 31, 2010) - $13,250,000
« Reductions 18 to 32 (March 30, 2011 through September 30, 2014) $15,000,000

Together with the last (32nd) reduction, there is a balloon reduction equal to the lesser of either $294 million or
the remaining commitments after the last reduction. The Company may prepay the loans at any timelin whole or
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part without penalty. If the outstanding amount of the loan exceeds the maximum available amount following
permanent commitment reduction, a mandatory prepayment is required equal to-such excess.

Conditions. We are subject to customary conditions precedent before we may borrow under the facility,
including that no event of default is ongoing or would result from the borrowing, that our representations and
warranties are true and that no material adverse change has occurred.

Financial Co'venams The loan agreement also requires us to comply with the fol!owing financial covenants:

+  maintenance of fair market value of ship collateral equal to at least 115% of the outstanding loans
(until December 31, 2010) and 125% of the outstanding loans thereafter;

. maimenancc of an interest coverage ratio of not less than 2.0 to 1;
. mamtenance of a leverage ratio (total debt to market adjusted. total assets) of no greater than 0.75to 1;
‘s maintenance of market value adjuned net worth of at least $200,000.,000.

*+  maintenance of minimum liquidity (cash or time deposits plus available credit line) of $550,000 per
ship increasing to $741 000 per Shlp in 8 quarterly adjustments starting April 1, 2009.

Restrictive Covenams‘ The fac111ty contains customary restrictive covenants.

Use of Borrowings. The Company may use borrowings under lhe loan agreement to (i) refinance the debt
outstanding under the old credit facility, (ii) partially finance the acquisition cost of seventeen new vessels that
the Company has contracted to acquire, (ili) finance part of the acquisition cost of other additional vessels, which
acqu1smons are subject to approval of the facility agent and the satisfaction of certain other conditions on the
vessels, and (iv) finance up to $20 million of working capital. In addition, the Company was permitted to draw
down under the facility to pay down the old revolving credit fac1]|ty We may not use borrowings to pay’
dividends. :

Events of Defaulr. The loan agreement contains customary events of default, inchiding nonpayment of
principal or interest, breach of covenants or material inaccuracy of representations, default under other material
indebtedness, bankruptey, and change of control. We are not permitted to pay dividends if an event of default has
occurred or if the payment of such dividend would rcsuil in an event of default.

Waivers. Under the facility, we were required to raise an additional $33 million through the issuance of
equity before we drew down on the facility to finance any of the last six vessels to be delivered in connection
with the Metrobulk acquisition. On December 15, 2006, we obtained a waiver of that requirement for a peried of
three months, until March 15, 2007. As of February 28, 2007, the Company had received sufficient proceed“.
from the exercise of warrants to satisfy this reqmrement .

In addition, the facility prevents us from'drawing down on the facility to finance the acquisition of .
additional vessels prior to the delivery of the 17 Metrobulk vessels. Because we expect to take delivery of fron
Miner prior to the delivery of the final vessels from the Metrobulk fleet, we received a waiver effective March 1,
2007 waiving [hlS requlrement and permnung us to draw down on the facility to finance the acqmsmon of fron
Miner.

Old Revolving Credit Facrh.ry

"Our terminated revolving credit facitity, dated October 4, 2005, was a secured, 8 -year, $250 million
revolving credit facility, Indebtedness under the old revolving credit facility bore interest at a rate equal to
LIBOR + 0.975%. As of December 31, 2005, $210 million was outstanding under the revolving credit facility at
an average interest rate of 5 28%. On July 21, 2006, we repaid the outstanding principal amount of $90.0 million
- and terminated the facility, In connection with the termination of the facility, we wrote off approximately $1.8
million of deferred finance fees and related legal fees, which was a non-cash item.
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Shelf Registration Statement

On June 19, 2006 we filed a resale registration statement on Form $-1 with the Securities and l*xchange
Commission, registering 2,045,558 units, 2,045,558 shares of 12% Mandatorily Convertible Preferred Stock, and
8.182,232 Class A Warrants. Subsequent to the conversion of the preferred stock and the CPmpany s eligibility -
to file a registration statement on Form S-3, this registration was amended to be filed on Form S-3 and cover only

the warrants and the common stock issued upon conversion of the preferred stock and issuable upon

the warrants. This registration statement registers securities on behalf of third parties, and we will not receive any
proceeds from the sales of these securities. On September 20, 2006, this registration statement was declared

effective by the SEC.

Contractual Obligations

The following table sets forth our expected contractual obligations and their maturity dates as o
December 31, 2006.

exercise of

-

One to Three More
Within Three Years to Than Five
One Year Years Five Years Years Total
Revolving credit facility ................:..... $ 47,000 $106,000 $113,000 $345,96d $ 611,960
Interest on credit faciliey(1) .. .. ... .. ......... 36,058 63,015 50,786 46,953 196,812
Acquisitionof vessels . ... ... ... ... oL 236,790 _— = — 236,790
Athens officelease(2) ... ... i i 210 — — — 210
Genevaofficelease(3) ...........coirivin. 72 66 - — 138
Total . $320,130 $169,081 $163,786 $392,9I3]. $1,045,910
(1) The revolving credit facility bears interest at a variable rate based on LIBOR, but the Company, has fixed the

rate at 5.985% until December 31, 2010 in connection with its swap agreement. Interest payable from the

expiration of the swap agreement until the expiration of the facility has been calculated using L
6.21375%, the rate in effect as of December 31, 2006.
(2) Represents the U.S. Dollar equivalent of lease payments in Euros as calculated in accordance w

IBOR of

ith the rate

of $1.32 to €1.00 as of December 31, 2006. Such rate was $1.32 to €1.00 as of February 28, 2006. Our

Athens office lease has one year remaining on its original two-year term.

(3) Represents the U.S. Dollar equivalent of lease payments in Swiss Francs as calculated in accordance with
the rate of $0.82 to CHF1.00 as of December 31, 2006. Such rate was $0.82 to CHF1.00 as of February 28,

2006. Our Geneva office lease has a two-year term.

Off-balance Sheet Arrangements

We do not have any contractual off-balance sheet arrangements.

Critical Accounting Policies
LT

Critical accounting policies are those that reflect significant ]udgments of uncertainties and pot¢
in materially different results under different assumptions and conditions. We have described below
believe will be our most critical accounting policies, because they generally involve a comparatively,
degree of judgment in their application. :

i

Impairment of Iong-lwed assets

ntially result

i
what we

higher

We use SFAS No. 144 “Accounting for the Imparrment or Disposal of Long-lived Assets,” whi-i:h addresses
financial accounting and reporting for the impairment or disposal of long-lived assets. The standard requires that,

long-lived assets and certain identifiable intangibles held and used or disposed of by an entity be rev
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impairment whenever events or changes in.circumstances indicate that the carrying amount of the assets may not
be recoverable. When the estimate of undiscounted cash flows, excluding interest charges, expected to be
generated by the use of the asset is less than its carrying amount, we should evaluate the asset for an impairment
loss. Measurement of the impairment loss is based on the fair value of the asset as provided by third parties. In
this respect, management regularly reviews the carrying amount of the vessels in connection with the estimated
recoverable amount for each of our vessels.

Vessel depreciation ‘ o 7 _
. . .
Deprec1at10n is computed nsing the stralghl -line ' method over the estimated useful life of the vessels, after
considering the estimated salvage value. Each vessel’s salvage value is equal to the product of its lightweight
tonnage and estimated scrap rate. Management estimates the useful life of our vessels to be 25 years from the
date of initial delivery from the shipyard. Secondhand vessels are depreciated from the date of their acquisition
through their remaining estimated useful life. However, when regulations place limitations over the ability of a
vessel to trade on a worldwide basis, its useful life is adjusted to end at the date such regulations become
effective. . . R

Drydockmg costs

We follow the deferral method of accounting for drydockmg costs whercby actual costs mcurred are
deferred and are amortized on a straight-line basis over the period through the date the next drydocking is
‘scheduled to become due. Unamortized drydocking costs of vessels that are sold are written off,

Fair Value of Time Charter ¢ .

When vessels are acquired with time charters attached and the charterhire on such charters is above market,
we allocate the total purchase price of the vessel between the vessel and a deferred-asset equal in amiount 1o the
present value of the charter. This present value is computed as the difference between the contractual amount to
be received over the term of the timé charter and management's estimates of the fair value of the time charter at
the time of acquisition. Thé discount rate reflects the risks associated with the acquired time charter. The deferred
time charter premium is amortized over the remammg period of the time charter as a reduction to hire revenue.

‘e <
4

Recent accounting pronouncements

In February 2006, the FASB issued Statement No. 155, Accounting for Certain Hybrid Financial
Instruments (“ FAS 155™), which amends FASB Statement No. 133 and FASB Statement 140, and improves the
financial reporting of certain hybrid financial instruments by requiring more consistent accounting that eliminates
exemptions and provides a means to 51mp11fy the accounting for these instruments. Specifically, FASB Statement
No. 155 allows financial instruments that have embedded derivatives to be accounted for as a whole (eliminating
the need to bifurcate the derivative from its host) if the holder elects to account for the whole instrument on a fair
value basis. FAS 155 is effective for all financial instruments acquired or issued after the beginning of an entity’s
first fiscal year that begins after September 15, 2006. The Company does not intend to issue or acquire the hybrid
instruments included in the scope of FAS 155 and does not expect the adopllon of FAS 155 1o affect fulure
reportmg or disclosures.

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertdinty in Income Taxes—
An Interpretation of FASB Statement No. 109" (“FIN 48"). FIN 48 clarifies the accounting for uncertainty in
income taxes recognized in the financial statements in accordance with SFAS 109, “Accounting for Income
Taxes.” FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. FIN 48 is effective beginning in fiscal year 2008. Based on our expectation that we will continue not
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to be liable for income taxes either in the country of our organization or in the United States, we do not expect
the adoption of FIN 48 to have a material impact on our consolidated financial condition and results|of
operations. :

In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements™ (“SFAS [57™), which
addresses how companies should measure fair value when they are required to use a fair value measure for
recognition or disclosure purposes under generally accepted accounting principles. As a result of SFAS 157,
there is now a common definition of fair value to be used throughout GAAP. The FASB believes thz{l the new
standard will make the measurement of fair value more consistent and comparable and improve disclosures about
those measures. SFAS 157 is effective for fiscal years beginning after November 15, 2007. The Con pany is
currently reviewing the applicability of SFAS No. 157 to our results of operations and financial position.

In September 2006, the SEC staff issued SAB Topic IN, “Financial Statements—Considering the Effects of
Prior Year Misstatements When Quantifying Misstatements in Current Year Financial Statements” (SAB
No. 108), which addresses how to quantify the effect of an error on the financial statements. SAB No. 108 was
effective for our fiscal year ended December 31, 2006. The adoption of SAB No. 108 did not have a 'material
impact on our results of operations or financial position.

. In September 2006, the FASB issued Staff Position (FSP) AUG AIR-1, *Accounting for Planneld Major
Maintenance Activities.,” FSP AUG AIR-1 addresses the accounting for planned major maintenance activities.
Specifically, the FSP prohibits the practice of the accrue-in-advance method of accounting for planm'd major
maintenance activities. FSP AUG AIR-1 is effective for fiscal years beginning after December 15, 2006. Because
the Company does not use the accrue-in-advance method, the Company does not expect FSP AUG AIR-1 to have

a material impact on its results of operations and financial position.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and -
Financial Liabilities™ (“SFAS 159", which permits entities to choose to measure many financial instruments and
certain other items at fair value. SFAS 159 is effective as of the begmmng of an entity’s first fiscal y(l sar that
begins after November 15, 2007. Earlier adoption is permitted as of the beginning of a fiscal year that begins on
or before November 15, 2007, provided the entity also elects to apply the provisions of FASB Statement No. 157,
“Fair Value Measurements.” The Company is currently evaluating the impact of SFAS 159, but does|not expect
the adoption of SFAS 159 to have a material impact on its consolidated financial position, results of operations or
cash flows.

ITEM 7A.QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK! ~

Interest Rates

Effective July 1, 2006, we entered into a swap transaction with respect to our revolving credit facility.
Because the revolving credit facility provided for variable-rate interest, management determined that an interest-
rate swap would best protect the Company from interest-rate risk on amounts outstanding under its revolving
credit facility. This swap effectively insulates us from interest-rate risk relating to the floating rates payable
under the facility until December 31, 2010, as we are required to pay a fixed rate of 5.135%, exclusive of spread
due our lenders. On December 31, 2010, the counterparty to the swap may exercise an option to lock bur fixed
rate at 5.00% through June 30, 2014. If the counterparty does not exercise this option, we will be exp(l)sed to
market rates at that time.

3

We may have sensitivity to interest rate changes with respect to future debt facilities.
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Currency and Exchange Rates

We expect to generate all of our revenue in U.S. Dollars. The majority of our operating expenses and
managemcm expenses are in U.S. Dollars, and we expect to incur up to approximately 20% of our operating
expenses in currencies other than U.S. Dollars. This difference could lead to fluctuations in net income due to
changes in the value of the U.S. Dollar relauve to other currencies.

We entered into the following forward currency exchange contracts during 2006:

Contract Date o o Notional Amount (€) For Value Rate ($/€) -
September 26,2006 .. ........... e 1,000,000 March 26, 2007 1.2800
September 29,2006, . ... Ll 1,000,000 December 29, 2006 1.2745
October6.2006 .. ... ... ... i -1,000,000 -- ; June 29, 2007 1.2795
QOctober 10, 2006 T, [ .. 1,000,000 - September 28, 2007 1.2725

In the future, we may enter into additional financial denvatlveq 10 mmgate the risk of exchange rate
fluctuations.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA e

INDEX TO FINANCIAL STATEMENTS

Management’s Report on Internal Control Over Financial Reporting

Report of independent registered public accounting firm

Report of independent registered public accounting firm on internal control over financial reporting

Consolidated balance sheets as of December 31 , 2006 and December 31, 2005

Consolidated income statements for the year ended December 31, 2006 and the period from January,
2005 (inception) to December 31, 2005 ‘

Consolidated statements of shareholders’ equity for the year ended December 31, 2006 and the period

from January 13, 2005 (inception) to December 31, 2005

Consolidated statements of cash flows for the year ended December 31, 2006 and the period from

January 13, 2005 (inception) to December 31, 2005
Notes to consolidated financial statements

Supplementary Data
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Quintana Maritime Limited, together with its consolidated subsidiaries (the “Company™), is
responsible for establishing and maintaining adequate internal control over financial reporting. The Company’s
internal control over financial reporting is a process designed under the supervision of the Company’s principal
executive and principal financial officers to provide reasonable assurancs regarding the reliability of financial
reporting and the preparation of the Company’s financial statements for external repomng purposes in
accordance with U.S. generally accepted accounting principles.

As of the end of the'Company’s 2006 ﬁscal'year, management conducted an evaluation of the effectiveness
of the Company’s internal control over financial reporting using the criteria set forth in the framework
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. Based on this evaluation, management has determined that the Company s internal
control over ﬁnancml repomng was effective as of Detcember 31 2006,

1

Our mtemal control over financial reportmg includes policies and procedures that pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect transactions and dispositions of assets of the
Company provide reasonable assurances that transactions are recorded as necessary to permit preparauon of
financial statements in accordance with U.S. generally accepted accounting principles; provide reasonable
assurances that receipts and expenditures are being made only in accordance with authorizations of management
and the directors of the Company, and provide reasonable assurances regarding prevention or timely detection of
unauthorized dCC[LllSlthﬂ use or dlSpOSlllOﬂ of the Company s assets that could have a material effect on its
financial statements.

Management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2006 has been audited by Deloitte. Hadjlpavlou Soﬁanos & Cambanis S.A., an 1ndependem
registered pubhc accounting ﬁnn as stated in the1r report, Wl‘IlCh appears on page 49
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
of Quintana Maritime Limited.

We have audited the accompanying consolidated balance sheets of Quintana Maritime Limited and
subsidiaries (the “Company”) as of December 31, 2006 and 2005 and the related consolidated staten{ems of
operations, shareholder’s equity, and cash flows for the year ended December 31, 2006 and period from
January 13, 2005 (inception) through December 31, 2005. These financial statements are the respons'ibility of the
Company’s management. Qur responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit inctudes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, and evalua{ing the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Quintana Maritime Limited and subsidiaries at December 31, 2006 and 2005 and the I'CSl.jlltS of their
operations and their cash flows for the year ended December 31, 2006 and the period from January 13, 2005
(inception) to December 31, 2003, in conformity with accounting principles generally accepted in the United
States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the effectiveness of the Company’s internal controis over financial reporting as at December 3 1,
2006, based on the criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commissions and our report dated March 2, 2007 expressed an
unqualified opinion on management’s assessment of the effectiveness of the Company’s internal control over
financial reporting and an unqualified opinion on the effectiveness of the Company’s internal contral over
financial reporting. ’

Deloitte.

Hadjipaviou, Sofianos & Cambanis S.A.
March 2, 2007,

Athens, Greece
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REPORT OF INDEPENDENT REGISTERED ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

To the Board of Directors and Shareholders
of Quintana Maritime Limited.

We have audited management’s assessment, included in the accompanying “Management’s Report on
Internal Control Over Financial Reporting” that Quintana Maritime Limited and subsidiaries (the “Company”)
maintained effective internal control over financial reporting as of December 31, 2006, based on criteria ’
established in Internal Control—Integrated Framework issued by the Committee of Sponsering Organizations of
the Treadway Commissien. The Company’s management is responsible for these financial statements, for
* maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of
internal control over financial reporting. Qur responsibility is to express an opinion on these financial statements,
_-an opinion on management's assessment, and an opinion on the effectiveness of the Company’s internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control-over financial reporting was maintained in all material respects. Qur
audit included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provide a reasonable
basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company's principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may :
deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria
established in Internal Control—Integrated Framework issued by the Commitiee of Sponsoring Organizations of
the Treadway Commission. Also, in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2006, based on the criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. '
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements as of and for the year ended December 31, 20|06 of the
Company and our report dated March 2, 2007 expressed an unqualified opinion on those financial statements.

Deloitte.
Hadjipavlou, Sofianos & Cambanis S.A.
March 2, 2007,

Athens, Greece
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QUINTANA MARITIME LIMITED
* CONSOLIDATED BALANCE SHEETS

(All amounts expressed in thousands of U.S. Dollars except share data)

December 31,
ASSETS 2006 2005
Current assets;
Cash and cash equivalents ,...... U $ 21,335 % 4,259
Inventories .......... R A 1,649 378
Due from charterers, net . . ... ... . it i e e " 1,159 " 1,244
Otherreceivables .. . . i e e e e 1,196 - 480
Prepaid expenses and other current assets ...............iiiniiinaannnn... 986 867

TOta] CUITENE ASS58TS . . . ittt ittt it i a e e tanreaeneen 26,325 7,228
Property and equipment: :

Vessels, net of accumulated depreciation of $40,899 and $11,309 ......... S 987,623 446,475
Advances for acquisitionof vessels . ........ ... .. ... SR 26,310 —
Other fixed assets, net of accumulated depreciation of $265and $59............ 429 384

Total property and EQUIPMIENT . ..ottt e Fee e 1,014,362 446,859

Deferred charges: . rdr . i
Financing costs, net of accumulated amortization of $2,169 and $5,190 ......... 4,588 1,959
Time charter premium, net of accumulated amortization of $2,551 and $440 ... .. 6,949 9,060
Dry docking costs, net of accumulated amortization of $970 and $280 ... ........ 5,216 920

oAl B850 . . ottt e e e e e $1,057,440 $466,026
LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilites: ) '
"Accountspayable ......... ... ... ..o 800 5360 8 1,474
Sundry liabilities and accruals ....................... e s 2,776 3,413
Deferred InCOme . . ... .. e e 2,777 - 1,716
Short-term portion of long- tenn debt ..o 47,000 . —

" Total current liabilities ............... e e e, 57,922 6,603
Longtermdebt......... ... .. ... ... ... Ll e 564,960 210,000
Unrealized swap loss . ... ... ... . . i e 9,840 —

Total HabiEES . o\ vv v s e e e e et . L% 632,722 $216,603
Shareholders’ equity

Common stock at $0.01 par vaiue—100,000,000 shares authonzed 50,026,533
and 23,287,992 shares owtstanding . ........o.viiiie i i ~ 501 233
Additional paid-incapital .. ..., .. . . e 4427776 249,550
Common stock to be issued for warrantsexercised . ......................... 1,438 —
Accumulated deficit . ... .. ... . . e (19,997) (360)
" Total shareholders’ equity ....... EEREREE e 424718 249423
Total liabilities and shareholders” equity .......... ... ... oL, $1,057,440 $466,026

The accompanying notes are an integral part of these consolidated financial statements.
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QUINTANA MARITIME LIMITED
CONSOLIDATED INCOME STATEMENTS
{All amounts expressed in thousands of U.S. Dollars except per share data)
Period From January 13,
Year Ended 2005 to December 31,
December 31, 2006 f2005
Revenues:
Time charter revenue . ....... .. .¢cuurinreoememennnaennnns $ 103,667 5 | 42,062
VOYage reveNUE .. ...ttt iee e 4,474 —
COIMMISSIONS & . v it ettt et ettt e et s (4824 | _(1,787)
NetrevenUe ... ..ottt e i et e e et e e iaaens 103,317 40,275
[Expenses: .
Vessel operating eXpenses .. ...ttt iiaaans 17,489 . 7411
VOYage eXPENSES . . ...ttt e , 4,083 . —
General and administrative expenses (including restricted stock
compensation of $2,298 and 3616) . ........ ... ... . ..... 10,790 5,301
Depreciation and amortization .. ............ ... .......... 30,486 | 11,648
Total EXPEenSes . . oottt e 62,848 _[ 24,360 -
Operating MCOME . ...\ u ettt it e iiaaa e aaas . 40,469 15,915
Other (expenses) / income:
Interest expense .. ....... P (16,615) (5,367
INterest INCOME ...t ettt e o e a e e 1,199 228
Financecosts .......... T e (2,169) (5,190}
Unrealized swap loss . ... ..ottt it (9,840) —
Foreign exchange losses and other,net . .................... (300) | (58)
Total other eXpenses .. ... veuraeeennaennaen... (27,723 (10,387}
Nl INCOIME . . ..ottt ittt ettt e $ 12,744 i_ 5,528
Earnings per common share:
Basic ................ e e e $ 0.38 §] 0.39
DGO - ettt $ 0.37 s| 039
Weighted average shares outstanding: '
BasiC ..o e e 33,568,793 14,134,268
Diluted ................ e e 34,680,371 ‘ __fl4,239,907

The accompanying notes are an integral part of these consolidated financial statements.
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QUINTANA MARITIME LIMITED
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

(All amounts expressed in thousands of U.S. Dollars except share data)
‘ Common
Common Stock To
Stock, Be Issued
$0.01  Additional . For
Number Par “Paid-in  Warrants  Accumulated
of Shares ¢+ Value Capital  Exercised Deficit Total
Balance at January 13,2005 .. .................. — — — — —_ C—
Issuance of common stock and capital contributions .. 6,319,492 63 68,342 — — 68.405
Initial public offering, net of issuance costs ... ...... 16,968,500 170 180,592 — — 180,762
Stock-based compensation *........... ... ... — — 616 — — 616
Dividendspaid . ............... ... ... ... . ..., — —_— — — © (5888) (5,888)
TUNELINCOME o et e ettt et — — ) — e 5,528 5,528
Balance, December 3,2005 ... 23287992 $233  $249550 ~ . — ' $ (360) $249.423
Preferred stock conversion, net of issuance costs . ... . 25,569,462 _256 182,443 — — 7 182,699
Warrants exercised . ... 0 ... .. .o 1,062,079 11 8,486 — — 8,497
Common stock to be issued for warrants exercised . .. — — — 1,438 - 1,438
Stock-based compensation . I... ... . .o L 107,000 . | 2,297 — — 2,298
Dividendspaid . ........... ... ... ... ..... — — — — 32,381y (32,381
Netincome ....... e e e — — —_ — 12,744 12,744
Balance, December 31,2006 .................... 50,026,533 $501 ~ $442,776  $1,438 $(19,997) $424,718

The accompanying notes are an integral part of these consolidated financial statements.
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QUINTANA MARITIME LIMITED
CONSOLIDATED STATEMENTS OF CASH FLOWS

 {All amounts expressed in thousands of U.8. Dollars)

Period from \
Year Ended Janyary 13, 2005 to
December 31,2006 December 31, 2005

Cash flows from operating activjties:

NETINCOMIE .« o oottt e e et e e e e $ 12,744 5 5528
‘Adjustments to reconcile net income to net cash from operating
activities:
Depreciation and amortization ...................... AP 30,486 . 11,648
Amortization of deferred finance costs ........ ... ... ... .. 2,169 - 5,190
Amortization of time charter fairvalue ..................... 2,111 440
Stock-based compensation . ..., ... e 2.298 616
Unrealized swaploss ... ..ot 9,840 —
Changes in assets and liabilities: ) _
Increase N INVENTOTIES . . ... ... it ar e inean s (1,271) (378)
Decrease / (Increase) in due from charterers, net .. ....... N RS (1,244)
Increase in otherreceivables . ...... . ... . i i (716) ’ (480)
Increase in prepaid expenses and other current assets . ......... (119) (867)
Increase inaccounts payable ................ ... ool 3,895 1,474
(Decrease) / Increase in sundry liabilities and accruals ......... (637) 3,413
Increase indeferred income . ... ... . .. .. i, 1,061 1,716
Deferred dry-dock costsincurred .......... . ... ... .. .. (4,986) (1,200)
Net cash from operating activities ..................... $ 56,960 $ 25856
Cash flows from investing activities:
Vessel aCquisitions . ... (570,738) (457,784)
Advances for vessel acquisitions ......... .. ... .. i (26,310) _
Time charter prefmiuim ... ... oo i it e — (9,500)
Purchases of property, plant and equipment . . .................... (251) (443)
Net cash used in investing activities . .. ................. $(597,299) '$(467,727)
Cash flows from financing activities:
Proceeds from long-termdebt . ....... ... ... .. ol 611,960 628,621
Repayment of long-termdebt . .......... ... ..o (210,000) (418,621)
Payment of financing costs . ... ... oo i (4,798) (7,149
Proceeds from preferred stock issuance ........... . ...t 190,938 —
Issuance costs of preferred stock offering and warrants ............ {8,239) —
Proceeds from exercise of warrants . .......... ... 8,497 —
Common stock to be issued for warrants exercised . ............... 1,438 —
Paid-in capital and commonstock ...... ... ... it — 68,405
Proceeds from initial public offering ... ............ . ... . oL — 182,942
Issuance costs of initial public offering .......... ... ... ... ... .. — (2,180)
Dividends paid . ......... ..o i e (32,381) (5,888)
Net cash from financing activities ................ ceees $ 557,415 $ 446,130
Net increase in cash and cash equivalents ................. ... ... ... 17,076 4,259
Cash and cash equivalents at beginning of period . .................... 4,259 —
Cash and cash equivalents atend of the period ....................... $ 21,335 $ 4,259

Supplemental disclosure of cash flow information:
Cash paid during the period forinterest ................. ... ... $ 18994 $ 3,064

The accompanying notes are an integral part of these consolidated financial statements.
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QUINTANA MARITIME LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(All amounts expressed in U.S. dollars except as otherwise noted)
1. Basis of Presentation and General Information

The Company . ‘ L ,

The accompanying consolidated financial statements include the accounts of Quintana Maritime Limited
and its wholly owned subsidiaries (collectively, the “Company”). The Company is engaged in the marine
transportation of dry bulk cargoes through the ownersh1p and operation of dry bulk vessels. ' '

The Company is a holdmg company incorporated on Januajy 13 2005, under the Laws of the Repubhc of
the Marshall Islands. The Company was formed by affiliates of each of Corbin J. Robertson Jr., First Reserve
Corporation (“FRC”) and American Metals & Coal International, Inc. (*AMCI™). On July 20, 2005, the
Company completed its initial public offering. U A

The Company’s vessels are primarily available for charter on a time-charter basis. A time charter involves
placing.a vessel at the charterer's disposal for a set period of time during which the charterer may use the vessel
in return for the payment by the charterer of a specified daily or monthly hire rate, In time charters, operating
costs—which include crewing costs, repairs and maintenance, stores, and lubricants—are typically paid by the
owner of the vessel and specified voyage costs such as fuel, canal and port charges are paid by the charterer.

The Company is the sole owner of all of the outstandmg shares of the followmg subsu:ilanes as of
December 31, 2006; each of which was formed in the Marshall Islands for the purpose of ownmg a vessel in the
Company’s fleet:

Deadweight
Tonnage (in *
Company . ) . B Vessel ~ Agreement Date  metric tons)  Built Delivery Date
Fearless ShipcoLLC ......................... Fearless | February 18, 2005 73,427 1997 April 11, 2005
King Coal Shipco LLC ..........., e King Coal February 25,2005 =~ 72,873 1997 April 12, 2005
Coal Glory Shipco LLC ............ e Coal Glory March 21, 2005 .. _ 73.670 1995 .. April 13, 2005
Coal Age ShipcoLLC ........................ Coal Age March 135, 2005 72.861 1997 May 4, 2005
Iron Man ShipcoLLC ............ e Iron Man March 15, 2005 ' 72,861 1997 May 6, 2005
Barbara ShipcoLLC ......................... Barbara March 24, 2005 73,390 1997 July 20, 2005
Coal Pride ShipcoLLC . ................. ... Coal Pride March 29, 2005 72,600 1999 August 16, 2005
Linda Leah Shipco LLC Linda Leah March 24, 2005 73,390 1997 August 22, 2005
Iron Beauty Shipco LLC Iron Beauty September 2, 2005 165.500 2001 October 18, 2005
Kimmar ShipcoLLC ............. Kirmar . September 2, 2005 165,500 2001  November 11, 2005
[ron Vassilis Shipco LLC Lron Vassilis ' May 3, 2006 82,000 . 2006 July 27, 2006
Iron Fuzeyya Shipco LLC .......... L. Iron Fuzeyya: " May 3, 2006 82,229 2006 August 14, 2006
Iron Bradyn ShipcoLLC . ..................... Iron Bradyn . May 3, 2006 | 82,769 2006  August 21, 2006
.Grain Harvester ShipcoLLC ... ................ Grain Harvester May 3,2006 ' 76417 2004  September 5, 2006
Santa Barbara Shipco LLC ... ... s Santa Barbara May 3, 2006. 82,266 . - 2006  September 5, 2006
Iron Bill ShipcoLLC . ............... ... ... Iron Bill May 3, 2006 82,000 2006 September 7, 2006
Ore Hansa Shipco LLC . ............... .. ... Ore Hansa May 3, 2006 82,229 2006 September 15, 2006
[ron Anne ShipcoLLC ............c.......... - lron Anne May 3, 2006 ' 82,000 2006 September 25, 2006
Iron Kalypso Shipco LLC . .................... Iron Kalypso May 3, 2006 82,204 2006, September 25, 2006
Grain Express ShipcoLLC .................... Grain Express ’ May 3, 2006 76,466 2004 October 9, 2006
Iron Knight Shipco LLC ...................... Iron Knight -May 3, 2006 76429 2004 January 24, 2007
Coal Gypsy ShipcoLLC ............... ...t Coal Gypsy May 3, 2006 82,300 2006 November 24, 2006
Pascha Shipco LLC .......................... Pascha May 3, 2006 82,300 - 2006 December 15, 2006
Coal Hunter ShipcoLLC .. .................... Coal Hunter May 3, 2006 82,300 2006  December 21, 2006
Iron Lindrew Shipco LLC . ............. .. .00 Iron Lindrew May 3, 2006 §2.300 2007 . February 16, 2007
Iron Brooke Shipco LLC Iron Brooke |, May 3, 2006 §2.300 b March 2007*
Iron Manolis Shipco LLC .. Iron Manolis - May 3, 2006 82,300 i April 2007+
Iron Miner ShipcoLLC . ..............oonet Iron Miner December 6, 2006 177,000 *E March 2007+

Lowlands Beilun Shipco LLC*** . .. ... .. ... ... Lowlands Beilun  January 22, 2007 170.162 1959 March 2007+
*  Expected delivery dates

**  Under construction v . '
*** Formerly Coal Heat Shipco LLC
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued}
(All amounts expressed in U.S. dollars except as otherwise noted)
The operations of the vessels are managed by our wholly owned subsidiary, Quintana Management LLC,

which initially subcontracted the technical management of five vessels to a third-party technical management
company. By November 1, 2005, the Company had taken over technical management of all its vessels.

In December 2005, the Company formed a wholly owned subsidiary, Quintana Logistics LLC, to engage in
chartering operations, including entry into contracts of affreightment. Under a contract of affrcightm'em, the
Company would agree to ship a specified amount of cargo at a specified rate per ton between designated ports
over a particular peried of time. Contracts of affreightment generally do not specify particular vessels, so the
Company would be permitted either to use a free vessel that it owned or to charter in a third-party véssel.

2. Significant Accounting Policies
Basis of presenmtlon

The accompanying consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America (“U.S. GAAP”) for financial information.

Principles of consolidation

The accompanying consolidated financial statements include the accounts of Quintana Marmmc Limited
and its wholly owned subsidiaries referred to in Note 1. All significant intercompany balances and fransactions
have been eliminated in consolidation.

Use of estimates

The preparation of the consolidated financial statements in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and 11ab1F11t|es and
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Foreign currency translation

The functional currency of the Company is the U.S. Doliar, since the Company’s vessels operate in
international shipping markets, which use the U.S. Dollar as their functional currency. As such, the Company’s
accounting records are maintained in U.S. Dollars. Transactions involving other currencies during the year are
converted into U.S. Dollars using the exchange rates in effect at the time of the transactions. At the balance sheet
dates, monetary assets and liabilities, which are denominated in other currencies, are translated to reflect the
year-end exchange rates. Resulting gams or losses are reflected separately in the accompanying cohsolidated
statements of operations.

Cash and cash equivalents

The Company considers highly liquid investments, such as time deposits and certificates of deposi-t with an
original maturity of three months or less, to be cash equivalents.

Due from charterers, net

Due from charterers, net includes accounts receivable from charters net of the provision for dloubtful
accounts. At each balance sheet date, the Company provides for the provision based on-a review of all *
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NOTES TO CONSOLIDATED F INANCIAL STATEMENTS—(Contmued)

{All amounts expressed in U.S. dol]ars except as otherwise noted)

outstanding charter receivables. As of December 31, 2006, the allowance for bad debt was $187,065, compared
to the allowance of $207.000 as of December 31, 2005. As of February 28, 2007, the Company believes that the
* allowance of $187,065 is appropriate for future periods.

Revenue is based on contracted charterparties and, although the Company’s business is with customers
whom the Company believes to be of the highest standard, there is always the possibility of dispute over terms
and payment of hires and freights. In particular, disagreements may arise as to the responsibility of lost time and
revenue due to the Company as a result. As such, the Company periodically assesses the recoverability of
amounts outstanding and estimates a provision if there is a possibility of non-recoverability. Although the
Company believes its provisions to be reasonable at the time.they are made, it is possible that an amount under
dispute is not ultimately recovered and the estimated provision for doubtful accounts is inadequate.

Inventories

Inventories consist of lubricants, which are stated at the lower of cost or market value. Cost is determined by
the weighted average method.

Other Fixed Assets

Other fixed assets, net, are stated at cost less accumulated depreciation. Depreciation is calculated on a
straight-line basis over the estimated useful life of the specific asset placed in service. We use the following
useful lives to calculate depreciation:

. , . Useful
Description of Asset o o _ Life
Leasehold improvement . .......... ... ... .t 2 years
Furniture, fixtures, and otherequipment ..............c.ccoviiiiinnnnnnins " 4 years
Vessel equipment .. ... ... i e 0-2 years
Computer eqUIPMENt . . .. .. .. ... e 0-4 years

Impairment of long-lived assets

The Company applies SFAS No. 144 “Accounting for the Impairment or Disposal of Long-lived Assets,”
which addresses financial accounting and reporting for the impairment or disposal of long-lived assets. The
standard requires that long-lived assets and certain identifiable intangibles held and used or disposed of by an
entity be reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of the assets may, not be recoverable. When the estimate of undiscounted cash flows, excluding interest -
charges, expected to be generated by the use of the asset is less than its carrying amount, the Company-should
evaluate the asset for an impairment loss. Measurement of the impairment loss is based on the fair value of the
asset as provided by third parties. In this respect, management regularly reviews the carrying amount of the
vessels in connection with the estimated recoverable amount for each of the Company’s vessels. No' impairment
was required 1o be recognized in 2006 or 2005.-

Vessel cost

Vessels are stated at cost, which consists of the contract price and any material expenses incurred upon
acquisition, including initial repairs, pre-delivery improvements and delivery expenses. Expenditures for
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(All amounts expressed in U.S. dollars except as otherwise noted)
converstons and major improvements are capitalized when they appreciably extend the life, increase|the earning

capacity or improve the efficiency or safety of the vessels; otherwise these amounts are charged to expense as
incurred, : :

Vessel Hepreciation

Depreciation is computed using the straight-line method over the estimated useful life of the vessels, after
considering the estimated salvage value. Each.vessel’s salvage value is equal to the product of its lightweight
tonnage and estimated scrap rate. Management estimates the useful life of the Company’s vessels tobe 25 years
from the date of initial delivery from the shipyard. Secondhand vessels are depreciated from the date of their
acquisition through their remaining estimated useful lives. However, when regulations place hmltanéms over the
ability of a vessel to trade on a worldwide basis, its useful life is adjusted to end at the date such regulauons
become effective.

Drydocking costs

The Company follows the deferral method of accounting for drydocking costs, whereby actual eosts
incurred are deferred and are amortized on a straight-line basis over the period through the date of the next
drydocking, which is typically 30 to 60 months. If the Company were to sell a vessel, the unamortized
drydocking costs of that vessel would be written off. . .

Financing costs

Fees incurred for obtaining new loans or refinancing existing ones are deferred and amortized to interest
expense over the life of the related debt. Unamortized fees relating to loans repaid or refinanced are lexpf:nsed in
the period the repayment or refinancing is made.

Pension and retirement benefit obligations—erew _
The shipowning companies included in the consolidation employ the crew on board under short-term

AR . . ; ]
contracts (usually up to eight months) and, accordingly, are not liable for any pension or post-retiretnent benefits.

Revenues and expenses

Revenues are generated from voyage and time-charter agreements. Time-charter revenues are lecorded over
the term of the charter as service is provided. Deferred income represents cash received that relates to services to
be provided in subsequent periods. Under a voyage charter the revenues and associated voyage costs are '
recognized on a pro-rata basis over the duration of the voyage. Losses on voyages are provided for iln full at the
time such losses can be estimated. A voyage is deemed to commence upon the completion of discharge of the -
vessel’s previous cargo and is deemed to end upon the completion of discharge of the current cargo] Demurrage
income represents payments by the charterer to the vessel owner when loading or discharging time exceeded the
stipulated time in the voyage charter and is recognized as incurred. Vessel operating expenses and éeneral and
administrative expenses are accounted for on the accrual basis. Prepaid expenses represent cash paid in the
current period that relates to subsequent periods.

When vessels are acquired with time charters attached and the charterhire on such charters is above market,
the Company allocates the total purchase price of the vessel between the vessel and a deferred asset equal in
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amount to the present value of the charter. This present value is computed as the difference between the
contractual amount to be received over thé term of the time charter and management’s estimates of the fair value
of the time charter at the time of acquisition. The discount rate reflects the risks associated with the acquired time
charter. The deferred time charter premium is amortized over the remammg perlod of the time charter as a
reduction to hire revenue. :
! . f 4 . 4 ;o ' B

As of December 31, 2006, 22 of the 23 vessels in the Company’s fleet were employed on fixed-rate time -
charters under which the charterer, and not the Company, was responsible for voyage expenses. As of
Decémber 31, 2005, 9 of the 10 vessels in the Company’s fleet were employed under such charters. During both
periods, Barbara was employed on a variable-rate time charter under which the charterer, and not the Company,
was responsible for voyage expenses as well. Accordingly, the Company believes that, for the relevant periods.
covered by these financial statements, voyage costs such as port and canal charges will riot be material, and the
impact of recognizing voyage costs on a pro-rata basis will not be materially different from recognizing them as
incurred. The Company also believes that recognizing other voyage costs such as bunkers (fuel) expense and

commission expense on a pro-rata basis would approximate the amount of expense recognized as incurred.

Quintana Logistics may charter in vessels on a bareboat basts in order to conduct its operations. The charter
hire paid to the ship owner is expensed as a voyage expense. In 2006, Quintana Logistics paid $2.5 millionin -
charter-in cost. The Company had no correspondmg expense in 2003, since Quintana LDngthS was not
conducung operations. - S .o .- !

Repairs and maintenance

All repair and maintenance expenses mcludmg major overhaulmg ancl underwater i m‘;pecllon expenses are
- expensed as incurred. '

United States F ederal Income Taxatzon of Our Company .

"We have made special tax elections in respect of each of our ship-owning and operating subsidiaries, the
effect of which is 1o disregard each of those subsidiaries as a taxable entity separate from us for United States
federal income tax purposes. Therefore, for purposes of the discussion below, the income earned and assets held
by those subsidiaries will be treated as earned and owned directly by us for United States federal income tax
purposes.

Unless exempt from U.S. federal income taxation under the rules discussed below, a non-U.S. corporation is
subject to U.S. federal income taxation in respect of any income it-earns that is derived from the use of vessels,
from the hiring or leasing of vessels for use on a time, voyage or bareboat charter basis, from the participation in
a pool, partnership, strategic alliance, joint operating agreement or other joint venture it directly or indirectly
Oowns or participates in that generates such income, or from the performance of services directly related to those
uses, which we refer to as “shipping income,” to the extent that the shipping income is derived from sources .
within the United States. For these purposes, 50% of shipping income that is attributable to transportation that
begins or ends, but that does not both begin and end, in the United States constitutes income from sources within.
the United States, which we refer to as “U.S.-source shipping income.” '

N . b}

Shipping income attributable to transportation that both begins and ends in the United States is considered 1o
be 100% from sources within the United States. Shipping income attributable to transportation exclusively
between non-U.S. ports will be considered to be 100% derived from sources outside the United States. During
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the year ended December 31, 2006 we did not engage in transportation that produced income considered to be )

100% from sources within the United States. Shipping income derived from sources outside the UniluI:d States is-
not subject to U.S. federal income tax.

In the absence of exemption from tax under Section 883 of the Code {the 883 Exemption™), our U.5.-
source shipping income would generally be subject to a 4% gross basis tax (i.e., a tax imposed without allowance
for deductions). We believe that we qualified for the 883 Exemption for our year ended December 31, 2006 and
we will take this position for U.S. federal income tax return reporting purposes. However, there are
circumstances, including some that are beyond our control, which could cause us to lose the benefit of the 883
Exemption and thereby become subject to U.S. federal income tax on our U.S.-source shipping income. For
example, 5% shareholders could acquire and own 50% or more of our outstanding common stock. This would
preclude us from being eligible for the 883 Exemption unless we can establish that among those 3% Shareholders
there are sufficient 5% shareholders that are qualified shareholders for purposes of Section 883 to pre:eclude non-
qualified 5% shareholders from owning 50% or more of such shares for more than half the number of days
during the taxable year. Therefore, we can give no assurances regarding our qualification for this tax{exemption.

Marshall Islands Tax Considerations

We are incorporated in the Marshall Islands. Under current Marshall Islands law, we are not subject to tax
on income or capital gains, and no Marshall Islands withholding tax is imposed on payments of dividends by us.
to our shareholders. .

Financial Instruments

The principal financial assets of the Company consist of cash and cash equivalents, accounts receivable due
from charterers (net of allowance), other receivables, and prepaid expenses and other current assets. 'I‘he
principal financial liabilities of the Company consist of accounts payable due to suppliers, sundry ha'bllmes and
accruals, deferred income, and debt. The carrying amounts reflected in the accompanying consolidated balance
sheet of financial assets and liabilities approximate their respective fair values due to the short maturities of those
Instruments. '

Segment reporting

The Company reports financial information and evaluates its operations by charter revenues and not by the
length of ship employment for its customers, i.e. spot or time charters. The Company does not use dllscrete
financial information to evaluate the operating results for each such type of charter. Although revenue can be
identified for these types of charters, management cannot and does not identify expenses, profitability or other
financial information for these charters. As a result, manigement, including the chief operating decigion maker,
reviews operating results solely by revenue per day and operating results of the fleet and thus, the C(':mpany has
determined that it operates under one reportable segment. Furthermore, when the Company charters a vessel to a
charterer, the charterer is free to trade the vessel worldwide and, as a result, the disclosure of geographic
information is impracticable.

Derivatives

The Company designates its derivatives based upon the criteria established by SFAS No. 133, “Accounting
for Derivative Instruments and Hedging Activities,” which establishes accounting and reporting standards for
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derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging
activities, SFAS 133, as amended by Statement of Financial Accounting Standards No. 138, “Accounting for
Certain Derivative Instruments and Certain Hedging Activities—An amendment of SFAS 1337, (SFAS 138) and
Statement of Financial Accountmg Standards No. 149, “Amendment of Statement |33 on Derivative Instruments
and Hedging Actlvmes“ (SFAS 149), requires that an entity recognize all derivatives as either assets or liabilities
in the statement of financial position and measure those instruments at fair value. The accounting for the changes
in the fair value of the derivative depends on the intended use of the derivative and the resulting designation. For
a derivative that does not qualify as a hedge, the change in fair value is recognized at the end of each accountmg
penod on the income statement.

Earnings/(loss) per share‘

Earnings/(loss) per share has been calculated by di\?iding' the net income/{loss) by the weighted average
number of common shares outstanding during the period. Diluted earnings/(loss) per share reflects the potential
dilution that could occur if securities or other contracts to issue common stock were exercised. The following
dilutive securities are included in shares outstanding for purposes of computmg diluted ea.rnmgs per share:

*  Restricted stock outstanding under the Company s 2005 Stock Incentive Plan; and

- Common shares issuable upon .exercme of the Company’s outstanding warrants.
The Company had no other dilutive securities for the periods indicated.

The Company calculates the number of shares outstanding for the calculation of basic earnings per share
and diluted earnings per share as follows:

. LV Period from
' o © Year Ended  January 13,2005 *.
’ ’ December 31, * to December 31,

) ) 2006 2005
Weighted average common shares outstanding, basic . .................... 33,568,793 14,134,268
Weighted average restricted stock awards ....... e 681,167 105,639
Warrants(l) ................................. e s 430,411 —_
Weighted average common shares outstanding, dtluted e e 34,680,371 14,239,907

(1) OnMay l,‘2006, the Company sold Units conststtng of 12% Mandatorily Convertible Prefer'redStock and
Class A Warrants in a private placement. 8,182,232 Warrants, with an exercise price of $8.00 and an
expiration date of May 11, 2009, were issued. The conversion of the preferred stock and the exercisability of
the warrants were approved by the stockholders on August 11, 2006. The warrants have been included in
diluted earnings per share beginning on August 11, 2006. As of December 31, 2006, 6,931,753 warrants
were outstanding.

Share-based Compensation

On December 16, 2004, Statement of Financial Accounting Standards No. 123 (rewsed 2004) (“SFAS
No. 123(R)”), “Share-Based Payment,” was issued. SFAS No. 123(R) is a revision of SFAS No. 123 and
supersedes APB No. 25. The approach in SFAS No. 123(R) is similar to the approach described in SFAS
No. 123. However, SFAS No. 123(R) re/quires all share-based payments to employees, including grants of
employee stock options, to be recognized in the income statement based on their fair values. The Company early
adopted SFAS No. 123(R) on July I, 2005.
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_In the year ended December 31, 2006 and the period from January 13, 2005 to December 31, 2003, the
Company issued restricted stock under its 2005 Stock Incentive Plan. Restricted stock is 1ssued on the grant date
and is subject to forfeiture under certain circumstances. All restricted stock currently outstanding is Sil.lbject to
forfeiture only if employment is not continued through the vesting date. The Company pays dividends on all
restricted stock, regardless of whether it has vested.

SFAS No. 123(R) describes two generally accepted methods of accounting for restricted stock awards with
a graded vesting schedule for financial reporting purposes: 1) the “accelerated method”, which treats[an award
with multiple vesting dates as multiple awards and results in a front-loading of the costs of the awardI and 2} the
“straight-line method” which treats such awards as a single award and results in recognition of the cast ratably
over the entire vesting period.

Management has selected the straight-line method with respect to the restricted stock because it|considers
each restricted stock award to be a single award and not multiple awards, regardless of the vesting schedule.
Additionally, the “front-loaded”” recognition of compensation cost that results from the accelerated method
implies that the related employee services become less valuable as time passes, which management does not
believe to be the case. The fair market valve of the restricted stock is fixed as of the grant date as the laverage of
the high and low trading prices of the Company’s common stock on the grant date.

The Company does not currently record an estimate of forfeitures of restricted stock, as it believes that any
such amount would be immaterial. The Company will, however, re-evaluate the reasonableness of its decision at
each reporting period.

Recent accounting pronouncements

In February 2006, the FASB issued Statement No. 155, “Accounting for Certain Hybrid Financial
Instruments™ (** FAS 155") which amends FASB Statement No. 133 and FASB Statement 140, and improves the
financial reporting of certain hybrid financial instruments by requiring more consistent accounting that eliminates
exemptions and provides a means to simplify the accounting for these instruments. Specifically, FASB Statement
No. 155 allows financial instruments that have embedded derivatives to be accounted for as a whole (elimmatmg
the need to bifurcate the derivative from its host) if the holder elects to account for the whole instrument on a fair
value basis. FAS 155 is effective for all financial instruments acquired or issued after the beginning of an entity’s
first fiscal year that begins after September 15, 2006. The Company does not intend to issue or acqutlre the hybrid
instruments included in the scope of FAS 155 and does not expect the adoption of FAS 155 to affect future
reporting or disclosures.

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Inc:l)me Taxes—
An Interpretation of FASB Statement No. 109” (“FIN 487). FIN 48 clarifies the accounting for uncertainty in
income taxes recognized in the financial statements in accordance with SFAS 109, “Accounting for Income
Taxes.” FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 allso provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, d1sclc|:sure, and
transition. FIN 48 is effective beginning in fiscal year 2008. Based on the Company’s expectation that it will
continue not to be liable for income taxes either in the country of our organization or in the United States, it does
not expect the adoption of FIN 48 to have a material impact on its consolidated financial condition and results of
operations.

In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements” (“SFAS I'57”), which
addresses how companies should measure fair value when they are required to use a fair value measure for
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recognition or disclosure purposes under generally accepted accounting principles. As a result of SFAS 157,
thére is now a common definition of fair value to be used throughout GAAP. The FASB believes that the new
standard will make the measurement of fair value more consistent and comparable and improve disclosures about
those measures. SFAS 157 is effective for fiscal years beginning after November 15, 2007. The Company is
currently reviewing the applicability of SFAS No. 157 to our results of operations and financial position.

In September 2006, the SEC staff issued SAB Topic IN, “Financial Statements—Considef’ing the Effects of
Prior Year Misstatements When Quantifying Misstatements in'Current Year Financial Statements” (SAB
No. 108), which addresses how to quantify the effect of an error on the financial statements” SAB No. 108 was
effective for our fiscal year ended December 31, 2006. The adoption of SAB No. 108 d1d not have a material
" impact on our rec;ulls of operations or financial position.

In September 2006, the FASB issued Staff Position (FSP) AUG AIR-1, “Accounting for Planned Major
Maintenance Activities.” FESP AUG AIR-1 addresses the accounting for planned major maintenance activities.
Specifically, the FSP prohibits the practice of the accrue-in-advance method of accounting for planned major
maintenance activities. FSP AUG AIR-1 is effective for fiscal years beginning after December 15, 2006. Because
the Company does not use the accrue-in-advance method, the Company does not expect FSP AUG AIR-1 to have

a material impact on its results of operatipns and ﬁnancial position.
. -

In February 2007, the FASB issued SFAS No.- 159, “The Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS ]59”), which permnts entities to choose to measure many financial instruments and
certain other items at fair value. SFAS 159 is effective as of the beginning of an entity’s first fiscal year that
begin§’ after November 15, 2007. Earlier adoption is permitted as of the beginning of a fiscal year that begins on
or before'November 15, 2007, pr0v1ded the entity also-elects to apply the provisions of FASB Statement No. 157,
“Fair Value Measurements.” The Company is currently evaluating the impact-of SFAS 159, but does-not expect
the adopnon of SFAS 159 to have a material impact on its consolidated financial position, results of operatlons or

i

cash ﬂows ' .

3. Vessel Acqmsmons e . pe

In 2006, the Company entered mto agréements with affiliates of Metrobulk to acquire 17 vessels for an
aggregate of $735 million and a separate agreement with another party to acquire 1 vessel for $92.5 million. The
Company took delivery of 13 vessels i in the year ended December 31, 2006 and awaited delivery of an’additional
5 vessels as of that date.

B : ‘

The net book value of vessel acqu151l10ns shown i in lhe accompanying consolldated ba]ance sheet for the ’
year ended December 31, 2006 and the penod from January 13, 2005 (inception) to December 31, 2005 is
analyzed as follows:,

o s Vessels

(in thousands}

January 13,2005 ... ... ... .. —

Additions~. ... v ..o e $457,784
Deprecxatlon e e e [T (11,309)
December 31,2005 .............. e AR S - 446,475
Additions ... ... P S 570,738
Depreciation . . .................. e e [P (29,590)
December 31,2006 . . ... ... ... .. ... ) $987,623
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After the end of the year, the Company agreed to purchase a 1999-built, 171,000 dwt Capesize bulk carrier
" named Lowlands Beilun. The Company advanced the seller $7.3 million, which is 10% of the pur’chalse price of.
$73.0 million. The Company will pay the ba]ance of the purchase price upon the vessel’s dehvery, which is
expected to occur in March 2007. -

4. Other Receiva‘bles

Other receivables shown in the accompanying consolidated balance sheets at December 31, 2006 and
December 31, 2005 are analyzed as follows:

December 31,

2006 2005
(in thousands)
Valueaddedtax ................: e e $ 420 $206
Advancesfocrew ... ... .. ... ... L i S A 221 |71
Other . . e e R -+ 555 ,,2‘,9%
Total oo $1,196  $480
5. Deferred Charges
The deferred charges shown in the accompanying consolidated balance sheets at December 31, 2006 and
December 31, 2005 are analyzed as folloiws: . .
. - " Time Charter
Finance Costs Drydocking Premium

(in thousands)

January 13,2005 .. ... .. .. e R — —
AQDIGONS « » v oo oo $ 7,149 $1200 - $[9,500

Amortizations .. ... e e e - (483) (280) ' (440) |
Write-offs ... ... ... .. I 4,707 — i
~December 31,2005 . ... ... ... ... ... i, 1,959 920 19,060
Additions .. ... i e 4,798 4,986 —_
Amortization . ................ T - (336) (690 (2,111)
Write-offs ................ (]’833). - . 1=
December 31,2006 ............... e . $ 4,588 $5,216 §6,949 o

Iron Beauty was acquired with a time charter attached that was at an above-market rate. As described in
Note 2 above, the Company allocates a portion of the purchase price in these circumstances to a defe'rred assel.
When Iron Beauty was purchased, the present value of the time charter was determined to be $9.5 mllllon and
this amount was allocated to the appropriate deferred asset. This results in a daily rate of approximately $30,600
as recognized revenue. For cash flow purposes, the company will continue to receive $36,500 per day less
commissions. The amortization schedule of the time charter premium is as follows:

Amortization

Year . ‘ - (in thousarfld_s)-
2007 e e e e $2.111
2008 . e e 2,111
. 2,111
2000 e e e 616
20} 1 [ =
Total .t . $6,94¢
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6. Prepaid Expenses i

The prepaid expenses shown in the accompanying conso]_'idélted balance sheets for tﬁe year ended
December 31, 2006 and the period from January 31, 2005 to December 31, 2005 are analyzed as follows:

December 31,

Description - 2006 2005

. ] : X (in thousands)

n Prepaid MSUTANCE ... ....o.viiveantein e P $595  $447
Other prepaid expenses and other current assets . . ... . .. P I S 391 420

Total ...... S R - $986- %867

7. Sundry Llabllltles and Accruals

The sundry liabilities and accruals shown in the accompanylng consohdated balance sheets for the years
ended December 31, 2006 and the penod from January 13, 2005 to December 31, 2005 are analyzed as follows:

R . , i December 31,
Sundry Liabilities and Accruals . , . 2006 2005

' ’ . . - . {in thousands)
Interest exXpense .. :................ S $ 211 $2.302 -
Office expenses ..%."............ P . e 1,255 463
Other sundry liabilities and aceruals ... ... .................. . 1,310 648
Total ... P $2,776  $3413

K . —_— S

8. I',on'g-Term i)ebt

The fol]owmg schedule shows the Company’s debt repayment obllgauom for the next five years based on
the Company s outstanding debt of $612.0.million as of December 31, 2006;

2007 2008 2009 . 2000 2011 . Totai -

. (in thousands} R . .
* Principal ......... . $47,000  $53,000, $53,000 .$53,000 $60,000  $266,000
Interest .....:.. ... 36,058 33,163 . 29,853 - 26,637 24,149 °149,860
“Total ............ $83,058  $86,163 $82,853  $79,637  $84,149  $415.860

B

Revolvmg Credtt F actluy

On July 19, 2006 the Company entered into an 8.25 year $735 million senior secured revolving credit
facility. The Company’s obligations under the credit facility are secured by (i) first priority cross-collateralized
mortgages.Gver the vessels; (ii) first priority assignment of all insurances, operational accounts and eamnings of
the vessels; (iii} first priority pledges over the operating accounts held with the agent, (iv) assignments of existing
and future charters for the vessels, and (v) assignments of interest rate swaps. Borrowings under the revolving
credit facility bear interest at the rate of LIBOR plus 0.85% per annum (until December 31, 2010) and LIBOR
plus 1.10% per annum thereafter. The full’ amount borrowed under the revolving credit facility will mature on
September 30, 2014. :
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The Company pays a commitment fee of 0.45% per annum on the undrawn amournit of commitments under

the credit facility. This fee is payable quarterly in arrears.

The total available commitments reduce over time according to the following schedule of thirty;
consecutive quarterly permanent commitment reductions with the first such reduction having occurre

December 31, 2006.

Reduction 1 (December 31,2000) . ....... 0 i i e e
Reductions 2 to 3 (March 30, 2007 through December 31,2007) ... .. ... ... it
Reductions 6 to 17 (March 30, 2008 through December 31, 2010) ... .. U e
Reductions 18 to 32 (March 30, 2011 through September 30,2014} ........... ... ... ... ...

Lrd

wo
d on

$10,000,000
$11,750,000
$13,250,000
$15,000,000

Together with the last (32nd) reduction, there is a balloon reduction equal to the lesser of either $294‘I million or

the remaining commitments after the last reduction. The Company may prepay the loans at any time
part without penalty. If the outstanding amount of the loan exceeds the maximum available amount {
permanent commitment reduction, a mandatory prepayment is required equal to such’excess.

The Company is subject to customary conditions precedent before the Company may borrow ut
facility, including that no event of default is ongoing or would result from the borrowing, that the Cc

in whole or
ollowing

der the

'.mpany’ §

representations and warranties are true and that no material adverse change has.occurred. The loan agreement

also requires the Company to comply with the following financial covenants:

«  maintenance of fair market value of ship collateral equal to at least 115% of the outstandin
(until December 31, 2010) and 125% of the outstanding loans thereafter;

« maintenance of an interest coverage ratio of not less than 2.0to 1;

g loans

“« maintenance of a leverage ratio (tota! debt to market adjusted total assets) of no greater than 0.75 to 1;

* maintenance of net worth, adjusted to reflect the fair market value of the vessels, of at leas
$200,000,000; and ’

+ maintenance of minimum liquidity (cash or time deposits plus available credit line) of $55
ship increasing to $741,000 per ship in 8 quarterly adjustments starting April.1, 2009.

The facility contains customary restrictive covenants and events of default, including nonpayme:

principal or interest, breach of covenants or material inaccuracy of representations, default under oth
indebtedness, bankruptcy, and change of control. The Company is not permitted to pay dividends if
default has occurred or would occur as a result of such dividend payment i

.

t

0,000 per

xnt of
er matenial
an event of

The Company may use borrowings under the loan agreement o (1) partially finance the acquisition cost of -

seventeen new vessels that the Company has contracted to acquire, (ii) finance part of the acquisition cost of

other additional vessels, which acquisitions are subject to approval of the facility agent and the satistaction of

certain other conditions on the vessels, and (iii) finance up to $20 million of working capital. In add)

tion, the

Company was permitted to draw ‘down under the facility to pay down the old revolvmg credn facnllty described

below.

Under the facility, the Company was required to raise an additional $33 million through the.issuance of

equity before drawing down on the facility to finance any of the last six vessels to be delivered in ccnnection

with the Metrobulk acquisition. On December 15, 2006, the Company obtained a waiver of that requ

period of three months, until March 15, 2007. As of February 28, 2007, the Company had rece1ved slufﬁc:lent

proceeds from the exercise of warrants to satisfy this requirement. .
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In addition, the facility prevents the Company from drawing down on the facility to finance the acquisition
of additional vessels prior to the delivery of the 17 Metrobulk vessels. Because the Company expects to take
delivery of Iron Miner prior to the delivery of the final vessels from the Metrobulk fleet, the Company received a
waiver effective March 1, 2007 waiving this requirement and permitting the Company to draw down on the
facility to finance the acquisition of Iron Miner. -

As of December 31, 2006, the Company was in compliance with all covenants under the facility, and $612 0
million was outstanding under the facility with a welghted average interest rate of 6 0%.

1

2005 Revolving Credit Facility '

The Company’s previous revolving credit facility, dated October 4, 2005, was a secured, 8-year, $250
million revolving credit facility. Indebtedness under-the old revolving credit facility bore interest at a rate equal
to LIBOR + 0.975%. As of December 31, 2005, $210 million was outstanding under the revolving credit facility
with a weighted average interest rate of 5.28%. On July 21, 2006, the Company repaid the outstanding principal
amount of $90.0 million and terminated the facility. In connection with the termination of the facility, the
Company wrote off approximately $1.8 miliion of deferred finance fees and related legal fees, which was a
non-cash itern. '

Bridge Loan Facility . . : ’

The Company entered into a $150 million bridge loan facility, dated as of May 3, 2005, with Morgan
Stanley Senior Funding, Inc., as agent, and the initial lenders thereunder, The Company borrowed $150 million
thereunder to finance a portion of the purchase price for the first five of its vessels and related fees and expenses.
The Company repaid all amounts outstanding under such bridge loan facility in early May 2005 out of
borrowings under the term loan facility described below. '

Term Loan Facility

The Company entered into a $262 456,000 secured delayed-draw term loan facility, dated as of April 29,
2005, as amended. During the third quarter of 2003, the Company borrowed under this facility to finance the
acquisitions of the ships delivered during that period. In October 2005, the Company repaid $100.6 million, the
balance outstanding under the term-loan facility, out of borrowings under the 2005 revotving credit facility
described above. '

In connection with the termination of the bridge loan facility and term loan facility, the Company wrote off
approximately $4.7 million of deferred finance fees and related legal fees, which was a non-cash item.

9. Related Party Transactions

&

Trade payables as of December 31, 2006 and 2005 shown in the accompanying consolidated financial
statements include $94 838 and $172,247, respectively, related to expenses, including salaries of Company
management, office rent, and related expenses, paid for by Quintana Minerals Corporation, on behalf of the
Company. On October 31, 2005, the Company and Quintana Minerals Corporation entered into a service
agreement, whereby Quintana Minerals agreed to provide certain administrative services to the Company at cost,
and the Company agreed to reimburse Quintana Minerals for the expenses incurred by Quintana Minerals in
providing those services. Quintana Minerals Corporation is an affiliate of Corbin J. Robertson, the Chairman of
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the Board of Directors of the Company and significant shareholder in the Company. Total amounts r¢imbursed to
Quintana Minerals Corporation were $1,345,833 and $1,277,538 for the year ended December 31, 2006 and the
period from January 13, 2005 to December 31, 2005, respectively.

In 2005, the Company’s Chief Executive Officer signed a consulting agreement with Quintana Minerals
Corporation dated as of January 1, 2005 with duration of one year. This agreement was terminated as of
March 31, 2005. Quintana Minerals Corporation is an affiliate of Corbin J. Robertson, Jr., who beneﬂcxa[ly
owned 38.6% of the member interests in Quintana Maritime Investors LLC, the Company’s parent prior to the
initial public offering, which in turn owned 100% of the common equity of the Company prior to the|initial
public offering. Quintana Maritime Investors LLC paid $25,000 to Mr. Molaris in payment of all amounts due
under the agreement.

Affiliates of Mr. Robertson, the Chairman of the Board of the Company, and First Reserve Corporation,

" whose affiliate owned approximately 9.9% of our common stock as of December 31, 2006, have the right in
certain circumstances o require us to register their shares of common stock in connection with a public offering
and sale. In addition, in connection with other registered offerings by us, affiliates of Mr. Robertson, First
Reserve and certain other stockholders will have the ability to exercise certain piggyback registration| rights with
respect to their shares.

In addition, affiliates of Mr. Robertson, First Reserve Corporation, and Hans J. Mende, as well as certain
members of our board of directors and management, who together owned approximately 29.6% of ou:r
outstanding common stock as of December 31, 2006, purchased an aggregate of approximately $41.2 million of
units consisting of preferred stock and warrants in our May 2006 private placement.

In 2006, Quintana Logistics carried cargoes shipped by affiliates of AMCI International, Inc., which
generated revenues of approximately $2.5 million during the year. In addition, Quintana Logistics paid or will
pay-a brokerage fee of 2.5%, or approximately $63,000, to AMCI International, Inc. The Company btl‘llEVCS that
the freight charged to and the brokerage commissions paid to the AMCI affiliates were representatlve of market
rates. Hans J. Mende, a director of the Company, is the President and controlling stockholder of AMEI
International. Inc. Quintana Logistics did not operate during the 2005 period.

10. Commitmenté and Contingent Liabilities

0per¢iting Leases

In February 2005, the Company entered into a three-year, non-cancellable operating lease for its office
space in Greece. In December 2003, the Company amended the lease to add additional office space apd shorten
the term of the lease by one month. In November 2006, the Company entered into a two-year, non-calncellable
operating sub-lease for its office in Switzerland. Rental expense for both offices for the year ended December 31,
2006 and the period from January 13, 2005 to December 31, 2005 was $222,015 and $91,000, respeclkively.
Future rental commitments were payable as follows as of December 31, 2006 and December 31, 2005:

December 3,
2006 |
(in thousan'd?)
January i, 2007 to December 31,2007 . ... .. ... .. e $282
January 1, 2008 to December 31 2008 ... _66
(1 R $348




QUINTANA MARITIME LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(All amounts expressed in U.S. dollars except as otherwise noted)

Vessel Acquisitions . Co-

As described in Note 3 above, in 2006 the Cornpany entered into agreements with affiliates of Metrobulk to
acquire 17 vessels and with another party to acquire 1 vessel. The Company took delivery of 13 vessels in the
year ended December 31, 2006 and awaited delivery of an ‘additional 5 vessels. As of December 31, 2006, the
unpaid balance of the purchaqe price for those 5 vessels was $236.8 mllhon net of $26.3 million already
advanced to the sellers. The Company dlcl not have any comparable commllments with respect to acqmsmons as
of December 31, 2005.

As of February 28, 2007, the Company had taken delivery of 2 of the 5 vessels noted above In addmon the
Company entered into an agreement to purchase Lowlands Beilun. The unpaid balance of the purchase price of
the 4 vessels yet to be delivered was $226.4 million, net of $25.2 million already advanced to the relevant sellers.

Legal Praceedings . : s et

-The Company has not been mvolved in any legal proceedmg:s that may have, or have had a significant effecl
on its business, financial posmon results of operations or liquidity, nor is the Company aware of any proceedlngs
that are pending or threatened which may have a significant effect on its business, financial position, results of
operations or liquidity. From time to time, the Company may be subject to legal proceedings and claims in the
ordinary course of business, principally disputes with charterers, personal injury and property casuatty claims.
The Company expects that these claims would be covered by insurance, subject to customary deductibles. Those
claims, even if lacking merit, could result in the expenditure of significant financial and managerial resources.

-, , ) \
11. Capital Structure

As of December 31, 2006, the Company had common stock and Class A Warrants outstanding.

Common Stock

Each outstanding share of common stock entitles the holder 1o one vote on all matters submitted 1o a voté of
shareholders. Subject to preferences that may. be applicable to any outstanding shares of prcferred stock, holders
of shares of common stocK are entitled to receive ratably ail dividends, if any, declared by our board-of directors
out of funds legally available for dwldend% Upon our dissolution or llqmdauon or the sale of all or substannally
all of the Company assets, after payment in full of all amounts required to be pmd to creditors and to the holders
of preferred stock having liquidation preferences if any, the holders or the Company s common stock will be

“entitled to receive pro rata the Company s remaining assets available for distribution. Holders of common stock
do not have conversion, redemption or preemptive rights to subscribe to any of the Company’s securities, The
-rights, preferences and privileges of holders of common stock are subject to the rights of the holders of any
shares of preferred stock which the Company may issue in the future,

Warrants

Each outstanding warrant entitles the holder to purchase one share of the Company’s common stock and
will expire on May 11, 2009, the Warrant Expiration Date. The holders of the warrants are entitled to exercise all
or a portion of their warrants at any time on or prior to the Warrant Expiration Date at which time all unexercised .
warrants will expire. Holders of warrants may exercise in one of two ways: First, they may surrender their
warrants, together with the relevant cash exercise price, in order to receive the number of shares paid for. Second,
they have a cashless exercise option, in which they may surrender warrants to receive common stock with an
aggregate market value equal to the difference between the then-current market price per share of the common
stock and the exercise price of the warrants multiplied by the number of such shares.
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Holders of the warrants have no right to vote on matters submitted to the Company’s stockholde
no right to receive dividends. Holders of the warrants are not entitled to share in the Company’s asse
event of liguidation, dissolution or winding up. In the event a bankruptcy or reorganization is comme

against the Company, a bankruptcy court may hold that unexercised warrants are executory contractg which may
be subject to rejection by us with approval of the bankruptcy court, and the holders of the warrants may, even if

sufficient funds are available, receive nothing or a lesser amount than that to which they would other,

rs and have
ts in the
nced by or

wise be

entitled to receive as a result of any such bankruptcy case if they had exercised their warrants prior to the

commencement of such date.

Issuance of Units, Preferred Stock, and Warmnrs R

On May 11, 2006, the Company sold, in a private placement, 2,045, 558 units consisting of 2,04
of 12% Mandatority Convertible Preferred Stock with a liquidation preference of $93.75 per share ar

Class A Warrants with an exercise price of $8.00 per share. Each Unit sold in the private placement ¢

one share of preferred stock and four warrants. Affiliates of the Company’s Chairman, First Reserve
and Hans J. Mende, as well as certain members of our board of directors and management, who toge

approximately 29.6% of our outstanding common stock as of December 31, 2006, purchased an aggrI

approximately $41.2 million of units consisting of preferred stock and warrants in this offering.

The preferred stock was cumulative and had no voting rights, except as provided in the statemer

5,558 shares

1d8,182.232

onsists of
Corporation,
thér owned
egate of

1t of

designations of the preferred stock or by the laws of the Republic of the Marshall Islands. Holders of the

preferred stock were generally entitled to receive cash dividends at the per annum rate of 12% of the

liquidation
n cash

preference of $93.75 per share. Dividends on the preferred stock were cumulative and were payable
quarterly on February 28, May 30, August 31 and November 30 of each year, commencing on Augu:
for the initial period beginning on the date of issuance, at an annual rate of 12.0% of the liquidation §

$93.75 per share of the preferred stock, when, as and if declared by the Company’s board of directors

legally available funds.

it 31, 2006

I
rreference of

5 out of

The conversion of the preferred stock and the exercisability of the warrants were subject to appi
common shareholders. The sale of the units resulted in gross proceeds of approximately $191 millior

‘oval by the
1to the

Company, $41.2 million of which was attributable to investments by the Company’s founders and management.

The preferred stock was converted into common stock and the warrants became exercisable as descri

Conversion of Preferred Stock into Common Stock; Exercisability of Warrants

Under the terms governing the equity issuance described above, we were required to hold a spec

to approve the conversion of the preferred stock as well as the issuance of common stock upon the c¢
the preferred stock and the exercise of the warrants,

bed below.

ial meeting
nversion of

On August 11, 2006, the Company held a special meeting of stockholders in Calgary, Alberta, Canada. At

the meeting, the following unified proposal was approved by a majority of the stockholders, voting il
by proxy:

common stock;

il

The exercisability of the 8,182,232 Class A Warrants to purchase shares of the Company 5
stock; and .

L
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+ The issuance of shares of the Company’s common stock upon conversion of the shares of Preferred
Stock and the exercise of the Warrants. )

On that date, al! of the Company s outstanding preferred stock was converted into common stock at a ratio
of 12.5 shares of common stoek per share of preferred stock. As a result, 25, 569,462 additional shares of ’
common stock were lssued on that date, and no units or preferred stock remained outstandmg This issuance is
shown as a non-cash transaction in the statements of eash flows. In May 2006, the Company received proceeds of
$190.9 million, net of issuance costs, from the issuance of the preferred stock that was converted into Ihe

common stock. The Company did not receive any additional proceeds as a result of the conversmn
]

" Exercise of.Wnrrants . - . '
In connection with the Company's private placement in May 2006 described above, the Company issued
8,182,232 Class A Warrants, exercisable at a price of $8.00 per $hare and expiring on May 11, 2009.

In 2006, the Company received $9.6 million in net proceeds from the exercise ‘'of 1,250,479 warrants. As of
December 31, 2006, 6 931 753 warrants remamed outstandmg : Lo

The balanee sheet line item “common stock to be lssued for warrants exercised” reflects funds received for
188,400 warrants that were exercised prior to the end of the period but prior to the issuance of the related shares,
which were issued on January 5, 2007. These shares are not included in the number of shares outstanding in the
Company’s balance sheet as of December 31, 2006.

4

As of February 28, 2007, an additional 3,419,171 warrants had been exercised, generating additional net
proceeds to the Company of $26.6 million and leaving 3,512,582 warrants outstanding. Affiliates of our.sponsors
had, as of that date, exercised an aggregate of 1,330,136 warrants for an aggregate purchase price of
approximately $10.6 million, leaving 426,668 warrants held by sponsors outstanding. .

Initial Public Offering

On July 20, 2005, the Company completed its initial public offering of 16,700,000 common shares, par

* value $0.01 per share, at a price to the public of $11.50 per share, raising gross proceeds of $192,050,000 before
deduction of underwriting discounts, commissions and expenses of $14,182,779. The Company used
$161,071,351 of the net proceeds from the offering to repay the outstanding principal amount of indebtedness
under the existing term loan facility and the balance to fund, in part, acquisitions of vessels in July and August
2005. - !

'

"On August 17, 2005, the Company completed the offermg of an addmonal 268 500 shares at a prlce of
$11.50 upon the parual exercise of the underwriters’ over-allolmem opuon ThlS offering generated an additional
$3,087,750 in gross proceeds to the Company, before deduction of underwmmg discounts, commissions and
expenses of $192,985. The Company used these proceeds to fund in part the acquisition of additional vessels in
August 2005.

]
N v b
.-
t

Stock Sphr and Stock Dtvldend

- On July 12, 2005 lhe Company effected a 7 628 984-for-one stock split. On July 14, 2005, the company
declared a stock dividend payable to its sole shareholder, which was distributed on the closing date of the initial
public offering. All share and per-share data give retroactive effect to the stock split and stock dividend.
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12. Interest-Rate Swap

Effective July 1, 2006, the Company entered into an interest-rate swap with Fortis Bank (Nederland) NV,
(“Fortis”) on a variable notional amounts ranging from $295 million to approximately $702 mlllloln based on
expected principal outstanding under the, Company s revolving credit facility. Under the terms of the swap, the
Company makes quarterly payments to Fortis on the relevant notional amount at a fixed rate of 5. 135%, and
Fortis makes quarterly floating-rate paymems to the Company on the same notional amount. The slwap
transaction effectively converts the Company’s expected floating-rate interest obligation under its new revolving
credit facility to a fixed rate of 5.135%, exclusive of margin due to its lenders: The swap is effective from July 1,
2006 to December 31, 2010. In addition, Fortis has the option to enter into an additional swap with the Company
effective December 31, 2010 to June 30, 2014. Under the terms of the optional swap, the Company will make
quarterly fixed-rate payments of 5.00% to Fortis on a notional amount of $504 million, and Fortis will make
quarterly floating-rate payments to the Company on the same notional amount. During the year ended
December 31, 2006, Fortis paid the Company appr0x1malely $0.6 million.

~

Under SFAS, 133, the Company marks to,market the fair market value of the derivative at thelend of every
period and reflects the resulting gain or loss as “Unrealized swap loss {gain)” on its consolidated income L
statements as well as including that amount on its balance sheet. At December 31, 2006, the fair vz:rlue ainounted
to a loss of $9.8 million, which resulted from the comparatively lower LIBOR, to which the variable-rate portion
of the swap is tied, under forward rate curves in 2006. ) - :

The Company did not have any hedging transactions aa of December 31, 2065.

13. Cash Dividend

+

In 2006 the Company paid aggregate dividends of $32.4 million, including a $1.2 aggregate dividend to
holders of preferred stock in the second quarter. In 2005, the Company paid aggregate dividends of $5.9 million
with respect to its common stock. .

14. Stock Incentive Plan

Prior to the Company’s initial public offering, the Quintana Maritime Limited 2005 Stock Incentlve Plan -
(the “Stock Incentive Plan™) was adopted by the Company and approved by its shareholders. The purpose of the
Stock Incentive Plan is to provide the directors, employees, advisors and consultants of the Company and its
affiliates additional incentive and reward opportunities designed to enhance the profitable growth of the '
Company and its affiliates. The Stock Incentive Plan provides for the granting of stock:options, restricted stock
awards, performance awards, and phantom stock awards. To date, the Company has only issued restricted stock
and phantom stock under the Stock Incentive Plan. In December 2005, the Company cancelled all |outstanding
phantom stock awards and issued restricted stock awards in their place. Only restrictéd stock awards are
outstanding as of December 31, 2006. )

The Plan is administered by the Compensation, Nominating & Governance Committee (the “l"NG
Committee”) of the Board of Directors. In general, the CNG Comnitiee is authorized to select the: rec1p1ents of
awards and to establish the terms and conditions of those awards. A total of 3 million common shares (subject to
adjustment to reflect stock dividends, stock splits, recapitalizations and similar changes in our capital structure)
may be awarded under the Stock Incentive Plan. In general, no more than 1.5 million shares may be granted to
any one individual over the term of the Stock Incentive Plan, and no more than $2 million in performance awards
under the Stock Incentive Plan. : ;
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Restricted stock is common stock subject to-forfeiture restrictions until they are vested. The forfeiture
restrictions will be determined by the CNG Committee in its sole discretion, and the CNG Committee may
provide that the forfeiture restrictions will lapse upon a number of Conditions, including the grantee’s attainment:
of performance targets, continued employment or service; the occurrence of any other event, or a combmatlon of
the foregomg 3 .

Phantom stock is common stock (or the fair market vatue thereof) or rights to receive amounts equal to* .
share appreciation over a specific period of time. Such awards vest over a period of time established by the CNG
Committee, without satisfaction of any performance criteria or objectives. Payment of a phantom stock award
may be made in cash, common stock, or a combmalmn thereof.

. . . . ‘e
~ The Stock Incentive Plan may not be amended, other than to increase the maximum aggregate number of
shares that may be issued under it, to increase the maximum aggregate number of shares that may be issued
under the plan through incentive stock options, to reprice any outstanding options or to change the class of
individuals eligible to receive awards under the plan, by the Board of Directors without the consent of our .
shareholders. No change in any award prevmusly granted under the plan may be macle which would impair the
rights of the holder of such award without the approval of the holder. '

2006Awards - ' . s o .

In May 2006 the Company issued 301,500 shares of restricted stock at a fair markel value of $8.06 per
share. Of those shares, 9,000 shares awarded to a new director elected in May 2006 vest ratably between
* Fébruary 2007 and February 2009, and the remaining 292,500 shares vest in February 2010, The vesting of the
- restricted stock is not conditioned on anything olher than the passage of ume and the grantee’s continued
employment or serwces with the Company

In December 2006, the Company issued 690,000 shares of restricted stock at a fair market value of $1 l 24
per share. The vesting of the restricted stock is not conditioned on'anything other than the passage of time and
the grantee’s continued employment or services with the Company. Those shares vest as follows:

Percentage

. : of Award
Vesting on February 15, : . Vesting

2007 e 15.0%

2008 ... ...l e S . 17.5%

2000 e e 20.0%

2000 ..o U ST e 22.5%

2001 e 25.0% -

As of December 31, 2006 there were 1,438,900 shares of restricted stock outstanding under the Stock
Incentive Plan and 1,449,750 shares remaining available for issuance under the plan.

2005 Awards -

On August 24, 2005, the Company granted to directors and key cmployees a total of 266,625 shares of
phantom stock and 266,625 shares of restricted stock at'a fair market valve of $11.10 per share. The restricted
stock awards made on August 24, 2005 were scheduled to vest annually between February 2006 and February
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2009. Effective December 23, 2005, the Company cancelled outstanding shares of phantom stock and issued
corresponding amounts of restricted stock with a fair market value of $9.74 per share. In addition, the Company
awarded on December 23, 2005 a total of 25,500 shares of restricted stock with a fair market value of $9.74 per
share to recent hires. Accordingly, as of December 31, 2005, there were 558,750 shares of restricleld stock and no
shares of phantom stock outstanding. The vesting of the restricted stock is not conditioned on anything other than
the passage of time and the grantee's continued employment with the Company. As of December 31, 2005,

2,441,250 shares remained available for issuance under the plan.
Outstanding Restricted Stock _
Restricted stock outstanding as of December 31, 2006 and December 31, 2005 includes the following:
Weighted
Number of Average Fair
\ : Shares .  Value Per Share
" Outstanding at January 13,2005 . ...~ ... ... ... ..:.... .. PR —_ —
Granted ..... e e . 558,750 $10.39
Vested ..o e ‘ — —
Canceledorexpired ......... ... .. . . it = 1 —
Outstanding at December 31,2005 . ... ........................ 558,750 10.39
Granted .......... e TR 991,500 [10.27
Vested ... qaoto00y Y1037
Canceled orexpired ..................... P e o (4,350} 1987
Outstanding at December 31,2006 ............................ 1,438,900 Sli 10.31

1

The total expense related to the restricted-stock awards is calculated by multiplying the number of shares
awarded by the average high and low sales price of the Company’s common stock on the grant date‘, which we
consider to be its fair market value. The Company amortizes the expense over the total vesting peri}:.d of the
awards on a straight-line basis.
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Total compensation cost charged against income was $2. 3 million and $0 6 million for the year ended - "+ |
December 31, 2006 and the period from January 13, 2005 to December 31, 2005, respecuvcly For the period
during which the phantom stock was outstanding, the Company deblted its profit and losses accourit and credited
its equity account on a straight-line basis for the period from August 24,2005 o December 22, 2005. For the

_period from December 23, 2003 to Décember 31, 2005, the Company accounted for the addmonal restricted
stock granted on December 23, 2005 on a straight-line basis, consistently with the treatment for previously
outstanding restricted stock. Total unamortized compensation cost relating to the restricted stock at December 31,
2006 and December 31, 2005 were $13.3 miilion and $5.2 million, respectively. The total compens'éfion cost
related to unvested awards not yet recognized is expected to be recogmzed over a weighted- average period of

. approximately 4 years and 3 years as of December 31, 2006 and December 31, 2005 respectively. The

unamortized compensation cost as of December 31, 2006 will be expensed accordmg to the following schedule,

based on currently outstanding restricted stock awards:

Period in \i;hich - ‘ Amount to be

compensation cost is ' expensed in
. expensed relevant period
, A f (in thousands) '
2007 ...l TN $ 4,289
2008 ... e ) 4,300
2000 e e e 2,727
2010 ...l PP 1,976 \
P20 1 O N 26

Total .. $13,318

15. Forward Cui-rency Exchange Contracts ‘ .

. o0 .o ‘
The following forward currency exchange contracts were in effect as of December 31, 2006:

Contract Date " Notional Amount © . y . For Value . Raté ($€) -
September 26, 2006 ... .. ... 1,000,000 : ‘ . March 26, 2007 T 1.2800
October 6,2006 ........... 1,000,000 ) o June 29, 2007 1.2795
October 10,2006 .......... . 1,000,000 . September 28, 2007 : 1.2725

At each reporting period, the Company marks to market the fair value of the forward currency exchange

. contracts and includes that amount in its income statement in the itemn “foreign exchange-losses and other, net.”
The Company entered into these contracts in order to mitigate foreign-exchange risk in connection with potential
fluctuations in the value of the Euro. The Company had no forward currency exchange contracts during the 2005
period. - :
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. 16. Significant Customers - . ook

The Company derived a substantial amount of its gross revenues for the year ended December 31, 2006
from 3 charterers and from the period from January 13, 2005 (inception) to December 31, 2005 from 5 charterers.
- The percentages of gross revenues from those charterers are as follows:

Percentage of Gross Revenues

Charterer B R . 2006 T 2008
Bunge.................. T D . 22.1% —

Cargill <. e 10.7% 14.9%

STX PanoCean . .. ... .oiretttine et 11.9% —: : -
Energy Shipping ....o..... e ... — - 16:2% g
Deiulemar ... .. i i e T — 15:7%

Safety Management . .. ... reee e e iaeiiie e — - 1213%
SinOchart ... — - 1118%
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;i - - - SUPPLEMENTARYDATA . . g
: Selecte_d Quarterly Financial Information _(Undud_r’ted_)
A ‘Three Months Ended .
" March 31, ° June 30, September 30, December 31,

s 2006 T 2006 - 2006 2006
h ) B ' "’ (in thousands excépt share data) T '
Net revenues .. ... [ A $ 21,578 % 19,705 ... 25033 . § 37,001
Operating profit (loss} .. .........cooivin... $ - 8206 § 6,454 % 9412 $ 16,397 -
Net income (loss) .......... i i % - 5368 S 4174 % (7,589 $ 10,791
Net income (loss) per common share S : <o : .

BasiC ...t $ 023 0% - 004*=3 -, (0.200- %3 . 022

Diluted ... i, T$ 023 0§ 004 S (0.19) 8 02
Welghted average shares outstandmg 'f' T, - R o

Basic ........ Segameaiaseon e .. 23387742 . 23387822 | 37,569,368 49,637,284

Diluted .. ...0..... vt 23,846,742 24,002,462 38,922,043 . -52,362,593

*%  The $7.6 million net loss was primarily attributable to the accounting treatment of a sWap transaction we
entered into during that period: Because the swap does riot qualify for hedge accounting, the-Company - ™
marks to market the fair value of the hedge at the end of every reporting period, which may result in
significant fluctuations from period to period. In'thé third quarter of 2006, the Company recorded a -
nen-cash charge of $11.9 million, which reflected the falr value of the hedge at the end of the period. This
quarter’s charge was primarily due to the fact that the varlable rate interest portion of the swap is tied to.
forward LIBOR, Wwhich fell during the quarter ended September- 30 2006! -

*** [n calculating net income available to-.common shareholders for purposes of calculating: eammgs per-share,
the Company has deducted the following amounts from net revenue for the period: (1) a preferred stock
dividend of $1,209,263 for the period from May. 11, 2006 to May 30, 2006; and (2) an accrual for a

 preferred stock dividend of $1,973,008 for the period from May 30, 2006 to June 30, 2006. "The latter
. amount was not paid because the preferred shareholders received the common dividend for that period i in the
stead of the preferred dmdend in accordance with the statement of desrgnatron governing the: preferred

»
e

1"‘ -

stock.
J ml:ﬁgg,dgo%s Three Months Ended
-+ . (inception} to June 30,  September 30, December 31,
. ’ March 31,2005 2005 2005 2005
S : ‘ : - (in thonsands exeept share data) -
Netrevenues . .. .....ooeuireiinnnennnn oo, ) — $ 6978 § 12993 § 20,304
Operating profit (loss) R R « {157 2,684 4,597 8,791 -
Net income (loss) . . ... .. . e .. % -asn % 744§ 204 -8 4,737
Net income (loss) per common share: ™ | L . : I "
Basic ... $ (002 $ 0128 - 00l 8 0.20
 Diluted ... ... % (00 $ 012 8 0018 020
Weighted average shares outstanding: - " ) _—
BasiC . . i e e .26,319,492 6,319,492 19,517,470 23,287,992
Diluted ......... ... oo e ' '6,319,492 6,319,492 19,627,598 23,.580,0 19




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

- “
r wa

None.

ITEM 9A.CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures .

We carried out an evaluation of the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rule 13a-15(e) of the Securities Exchange Act) as of December 31, 2006. Th]s '
evaluation was performed under the supervision and with the participation of our management, including the
Chief Executive Officer and Chief Financial Officer of Quintana Maritime Limited. Based upon thall. evaluation,
the Chief Executive Officer and Chief Financial Officer concluded that these disclosuse controls and procedures
are effective in producing the timely recording, processing, summary and reporting of information and in -
accumulation and communication of mformatlon to management to allow for timely decisions with {egard to
reqmred disclosure. .

Management’s Report on Internal Control Over Financial Repﬁrting and th;,_-Report of Indepemlient .
Registered Public Accounting Firm Over Financial Reporting thereon are set forth in Part 1], Item 8 of the
Annual Report on Form 10-K on pages 47 and 49, respectively.

1
Changes in Internal Comrols over Financial Reporrmg

During the last fiscal quarter, there were no changes in our internal control over financial reporting that have
materially affected, or are reasonable likely to materially affect, our internal controls over financial reporting.

ITEM 9B. OTHER INFORMATION Lo S

‘None.
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PARTIII

ITEM 10. DIRECTORS AND EXECUTIVE QFFICERS OF. THE REGISTRANT:..

For information regarding our Directors, Code of Ethics and compliance with Section 16(a) of the Securities
Exchange Act of 1934, we direct you to the sections entitled “Proposal 1—Election of Directors,” “Code of
Ethics” and “Section 16(a} Beneficial Ownership Reporting Compliance,” respectwely, in the Proxy Statement’
we will deliver to our stockholders in connection with our Annual Meeting of Stockholders to be held on May 4,
2007. We are incorporating the information contained in those sections of our Proxy Statement here by reference.

-. - - . - e - -

Please see “Item 4A Executlve Ofﬁcers of the Registrant” for information regarding our executive officers.

i - PRI

lTEM 11. EXECUTIVE COMPENSATION

vy F L3 _-‘ : .
For mformatlon regardmg our Execuuve Compensatlon we’ dlrect you to the section ent:tled “Executive
Compensation” in the Proxy Statement we will deliver to our stockholders in connecuon wrth our Annual
Meeting of Stockholders to be held on May 4 2007. ) A S

St ,

We are 1ncorporatmg the mformatron contamed in that secuon of our Proxy Slalement here by reference.

e

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

You w1ll find this mformatlon in'the section captioned “Secumy Ownershlp of Certam Beneficial Owners
and Management, in the Proxy Statement we will deliver to our stockholders i in connection with our Annual
. Meeting of Stockholders to be held on May 4, 2007 We are incorporating the mformauon contained in that

section here by reference

"ITEM 13. CERTAIN RELATIONSHIPS AND'RELATED TRANSACTIONS

You will find this information in the section captioned “Certain Relationships and Related Transactions,” in
the Proxy Statement we will deliver to our stockholders in connection with our Annual Meeting of Stockholders .
to be held on May 4,2007. We are mcorporalmg lhe mformatlon contained in that section- here by reference.

rree . - i

ITEM 14. PRINCIPAL ACCOUNTING FEES"AND SERVICES S o

You will find this information in the section capuoned “Principal Accounting Fees and Services,” in the:
Proxy Statement we will-deliver to our stockholders in connection.with cur Annual Meeting of Stockholders to
be held on May 4, 2007. We are incorporating the information comamed in that section here by reference.

Va4, s !
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'ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES *
{a)(1) and (2} Financial Statements and Schedules

Please See Item 8, “Financial Statements and Supplementary Data”

(a)(3) Exhibits

PARTIV

Memorandum of Agreement for purchase of H.1396

- a0

" Exhibit’ .
No. Description
3.1# — Amended and Restated Articles of Incorporation
32 — Articles of Amendment of Articles of Incorporatiéﬁ (incorporéted reference to ]é'xhil)it 3.1 to the
: - Company’s Current Report on Form 8-K filed-on August 17, 2006)
3.3% — A;neﬁded and-Restated By;law:c. :
4.1* — Fb_nn of Share Certificate
4.2% — Form of Unit Certificate
4.3%% - Form of Preferred Stock Certificate
44** — Formof Warrant |
4.56% Statemenf of Deéignations : ' ‘ ' ) ,
4.6** — Warrant Agreerp_eﬁt | "
10.1% — Registration Rights Agreement '
10.2** - ‘Memorandum of Agreement for purcﬁase of Bulk One ..
10.3%* Memorandﬁm of Agfeemeqt fbr purchase of Bulk 'l;\_xfo
< 10.4%* — Memorandum of Agreement for purchase of Bulk Three
10.5*;‘ — ‘Memorailldum of Agreement'fo.r purchase of Bulk Four
106+ —  Memorandum of Agreement for purchase of Bulk Five :
10.7**  .— Memorandum of Agreement for purchése of Bulk Six
10.8%% — Memorandljlm‘of Ag;reemeqt for purchase of Bulklse.\-fer'l
10.9%*  — Memorandum of Agreement for purchase of Bulk Eight
10.10¥* —  Memorandum of Agreement for purchése of H.1373
10.11%*  —  Memorandum of Agreement for purchaée of H.1374
10.12%% - Memorandum of‘Ag.r‘eement for purchase of H.1375
10138 e Memorandum of Agree_,men't‘f.or purchase of H.1394
10.14** —  Memorandum of Agreement for purchase of H.1395
10.15** — Memorandum of Agreement for purchase of H.1357
10.16** — Memorandum of Agreement for purchase of H.1358 '
10.17¥*  — °




Exhibit

* %k

" - No. Description
10.18** — Memorandum of Agreement for purchase of H.1359
10.19** — Master Time Charter Party and Block Agreement dated November 21, 2005
10.20** -—— Novation Agreement
10.21*  — Quintana Maritime Limited 2005 Stock'lncenlive Plan
10.22 — Form of ‘Employee Restricted Stock Award Agreement (incorporated by reference to
Exhibit 10.1 to the Company s Current Report on Form 8-K ﬁled January 13, 2006)
10.23 —  Form of Director Resmcled Stock Award Agreement (mcorporated by reference to Exhibit 10. 2
" to the Company s Current Repon on Form 8-K filed January 13, 2006)
10.24 — Revolving Credit Facility (incorporated by reference 10 Exhibit 10.1 to the Company’s Current
Report on Form 8-K filed October 6, 2005)
.10.25 —  Services Agreement between Quintana Maritime Limited and Quintana Minerals Corporation,
dated as of October 31, 2005 (incorporated by reference to Exhibit 10.1 to the Company’s
Current Repon on Form 8-K filed November 3, 2005)
“10.26 — Loan Agreement ($735 m:lhon revolvmg credit facility) (incorporated by reference to ‘
Exhibit 10.1 to the Company s Current Report on Form 8 K filed by the Company on July 24,
2006)
10278 — Consultancy Agreement between Quintana Maritime Limited and Shlpmanagemcnt Consultants
Inc. g
10.28%** " Memorandum of Agreement for purchase of Iron Miner
10.29**%* —  Memorandum of Agreement for purchase of Lowlands Beilun , '
21.1***  _  List of subsidiaries
23.1%** __  Consent of Deloitte, Hadjipavlou, Sofianos & Cambanis S.A.
3L.1***  —  Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 by | Chlef Executive
Officer : .
31.2¥*%*  —  Certification pursuant to Section 302 of the Sarbanes -Oxley Act of 2002 by Chief Financial
Officer
321w —  Certification pursuant to Section 906 of the Sarbanes-Ox]ey Act of 2002 by Chief Executive
Officer

32.2%**%*x _  Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 by Chief F1nanc1al

Officer

Incorporated by reference to the Company’s Registration Statement filed on Form S-1 (File’

No. 333-124576) with the Securities and Exchange Commission on July 14, 2005.

Incorporated by reference to Amendment No. |'to the Company’s Registration Statement filed on Form S-1
(File No. 333-135309) with the Securities and Exchange Commission on July 21, 2006

*¥*%* Fijled herewith
****Fumished herewith

81




SIGNATURES

Pursuant to the requirements of the Securities Exchange’ Act of 1934, the registrant has duly cased this

i'eport to be signed on its behalf by the undersigned and thereunto duly authorized.

QUINTANA MARITIME LIMITED

By:

/s/  STAMATIS MOLARIS

Stamatis Molaris
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signe|d by the
following persons on behalf of the registrant in the capacities listed across from their names on March §, 2007.

Signature

/s/ STAMATIS MOLARIS

Stamatis Molaris

4
/s/ PauL J. CORNELL

Paul J. Cornell

/s/ CorsIN J. ROBERTSON, JR.

Corbin J. Robertson, Jr.

fs!  JosepH R. EDWARDS

Joseph R. Edwards

/s/  GURPAL SINGH GREWAL

Gurpal Singh Grewal

fs/ HaNns ). MENDE

Hans J. Mende

/s/ S.JAMES NELSON

S. James Nelson

/s/ CorBIN J. ROBERTSON III

Corbin J. Robertson 11T

/s! PETER COSTALAS

Peter Costalas

President, Chief Executive Officer, and Director
{Principal Executive Officer)

Chief Financial Officer and Treasurer (Principal
Financial and Accounting Officer)

. Chairman of the Board of Directors

Director
Director
Directc'Jr
Director

Director

Director
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Cthan Robenson,w .
a  Chairman, Quintana Maritime lerlad
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Computershare Trust Company, N.A.
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Chauman & Chief Executive Officér,z, vy Providence, Rhode Istand 02940-3078
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FORWARD LOOKING STATEMENTS P*‘ﬁc & @‘\ ) ; /
This amral\report eurﬂam brmrd-bokh'lg smemenls [as deﬂned’,.h Section ZTA ofdho Secivites Ad of 1933, -a8 amended.
and Socﬂon 21E uf the Securities}Etchango Act of 1934, as arnended) conoeming ﬁ.ru.u'e events and the’ Cumparry’s grawlh
strmgy and measms o mplement such stratagy; hdudlng expectad vessel anqulﬁons and enuring into further | ime charters. Wnrds °
such as ie:tpem, ‘imends," ‘plans,” 'believes,” “anﬁcfpates. “*hopes,” "esﬁmheu and variaﬂon\s.,of stch worda and simﬂar
expmssiom are, Intanded to ldenbfy forward-looking swtemem Such statemerlls Imlude eommante reganﬂng expacted revanuaa
and time charters Although the Company beliaves that”ﬂ'w expectaﬁons mﬂecredfln such\fomard-lookmg stataments are
masonaue mammunmmnhtmemmmmmmM\obeenmd Thesemmnumolvehmmand
unhwn rlsis and ere based upon a rumber of! essumhom and\eslmahs whdt are inherently stqecl tn significant moemimies
and contingaricis, many of which are beyond the control- of\me Company.’ Ar:ml Tesutts may differ\materiany from lhoee expressed
for impled by'!suoh fonnrd-leddng stammeris.  Factors that. could “ciuse, achnl-resms\tln dlﬂer materially m but am not
fimited o d:enges in the demand for” “dry huik vessels, oompem fam:h ihermarkel in\ \ﬁn Company’ operates risks
associated with cperations oltside the» United Swhes.him omer\f(adm fsted fmm Iime o, timg in the Companfs liﬂngs with the
Securities and Exchange Cmmm The Cormpany exprassty dadalms any obligaﬂons\guundenaldm to,release publicly any
f updates or reviskms to any fuwaru-looldng sialemems cnmalned “hefein to reﬂed any-dnnge.in the Campany‘s e!poctatons with
respemheremaranydnngehwenb.oondim dreunsia mMnd\anysmemmishasad. /

NoN GAAP rmmcm. MEASURES\-:& \\‘?§\ z&\\\

Adl'tsted EBITDA represomsrmt( ptus,.ime st and ﬁmm costs p!us \gepreciation and- amoﬂization and income taxes i
__any, plus defened stock-basad " enrrpensaﬁon and amorﬁzation{uf urneichaner !alr value and unreanzed loss on swap transaction,
'\ which am non-cash kems.\ Acﬁi.sted EBITDA ls.\l\nduded because n\s.‘md by certain mesmrs 1o measure a company's financial

periormanoe and by the Company as a flnanthl targel. Aclusted iEBIYDA & a "non»GAAP fifancial measwe” and should not be
“cmsidemd a.silbstitine for net meomo. \cash ﬂow fmm operaﬂng activites and- oﬁ\er,operaﬂons or cash flow statement data

prepared - I accondance wih aoootm-rg prinuplea ganeraly accepiad in the Unned Stahes of as a measure of proftablity or Bouicty.
i Adiusted EBITDA is mmmd@ pmvido addiﬁonal information with respact b the Company's abilty to satisfy its obigations

.mduding debt’ sarvice, -pital expend'ma, woddng wplral mquiremems and - detennination of dividends. While Adjusted EBITDA

is fraquenﬂy used as a maa.'.ure crr operatmg results and - the abillty te meet debt service requirements, the definition of

Aoﬁmd EBITDA used hm rnaynot be' comparable to that used by other G companies due to differencas in methods of calcutation.
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